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Rocket scientists 
Mothballed monsters 
on their way to space 
Page 4 
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WOR LD N EWS 

L Kosovo faces 
V winter of disaster, 

L diplomats warn 

^ Kosovo faces a humanitarian 
* disaster if the fighting between eth- 
nic Albanian separatists and Serb 
security forces in the Balkan prov- 
i Inca continues into winter, the 
■ £ T leader of a diplomatic team warned 
yesterday. The UN High Commis- 
^ sion for Refuses and nagtibour- 
^ - Ing governments believe at least 
L 90.000 people have been d«- 
O pieced by the conflict. Editorial 
Comment, Page 11 

China fin military business page 
Chinese president Jiang Zemin fas 
ordered the military to dose its 
extensive business empire as part 
S5». of efforts to and snuggling, state 
v., media reported. The move lends 
fa5> credence to suspicions of People's 
.: Liberation Army Involvement in 

■an* smuggling and illegal trade. 

Pakistan's N-systeni ‘operational 1 
5l % Pakistan's deterrent force, based 
on a 1,S00km-mnge missile, with a 
- nuclear warhead, is “fully opera- 
'-■i Honor, according to the architect 
of the arms programme. Page 5 

Jj; Vertfict expect on Tehran mayor 
Tehran mayor Ghoiamhossain Kar- 
baschi was due to learn the venSct 
in his corruption trial today. Sup- 
. porters say he was framed by 
J? Iran's conservative judiciary while 
critics allege he enriched hknself 
' r and cronies. Page 6 

UN in Algeria mission 
A UN team is on a fact-finding . 
mission to Algeria, where western 
: • i estimates suggest more than 
85,000 people have been kiRed 
since 1992, when the army denied 
election victory to the now banned 
i Islamic Salvation Front Page 8 
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No madbg of ideologies 

Taiwan offered China its experi- 
ence In building mu iti -party 
democracy, but president Lee 
Teng-hui rejected BeQIng'e pro- 
posed union under a Hong Kong- 
styie model 

Uissshi may have cancer 
Jordan’s King Hussein said US 
doctors who examined Wm sus- 
pect he has cancer. Page 8 

Israel seeks US help 
Israel asked Washington to help 
save peace moves with the Pales- 
tinians, admitting that negotiations 
remained stuck despite attempts to 
revive the talks. Page 6 

Rttsstans must pay up for pensions 
Russians will have to pay an extra 
2 per cent income tax from next 
mart)h to help the government pay 
pennons on time, deputy prime 
minister Oleg Sysuyev said. They 
previously paid only 1 per cent to 
the State Pension Fund. 

Poland detafls defence plans 
Poland is to spend more than 8bn 
zlotys ($2 Jbn) over the next five 
years on upgrading Its forces to 
Nato standards. Poland, the Czech 
Republic and Hungary are due to 
join Nato next spring. 

Page 2 

Sfrfta hits S African airport* 

South Africa's three biggest air- 
ports were paralysed by a baggage 
and freight handlers' strike over 
outsourcing of jobs. 

US astnonatd dtes 
Alan Shepard, five first American to 
fly In space and one of only 12 
Americans to walk on the moon, 
died in California aged 74. Recycl- 
ing rocketeers, Page 4 

Hopes deflated 

Brandenburg refused to aBow what 
was to be Germany's first balloon 
wedding, citing problems about ~ 
"designating the basket of a hot-air 
balloon as an official state office" . 


BU SI NE SS NEWS 

Air France told it 
need not pay back 
‘illegal’ state aid 

Air France wffl not have to repay 
FFr20bn ($3.3bn) of state aid in 
spite of a European Court ruling 
that the aid was (Hagai, the Euro- 
pean Commission said. Page 12 

Dafenfer-Benz said it would shortly 
confirm its entry to the "super lux- 
ury" car market, intensifying grow- 
ing competition with Volkswagen 
after its German rival acquired 
Rolls-Royce Motor Cars. Page 16 

Banco Central Hfepano, the 
Spanish banking group, posted 
first-half net profits of Pta33bn 
($21 8m), 32.1 per cent up on the 
same period last year. Page 16 

Lukoil, the Russian energy 
company, criticised the govern- 
ment's “unreasonable and irre- 
sponsible" economic polities 
which it said threatened a soda! 
explosion. Page 2 

BeneraJ Maters and the United 
Auto Workers union sent lawyers 
to arbitration hearings to determine 
the fegafity of strikes at Michigan 
spare parts plants. Page 4 

Japan's trade surplus rose In June 
by 27 per cent, year on year, the 
15th successive monthly increase. 
Pages 

China's foreign exchange reserves 
fell last month despite a continued 
rise in the trade surplus, suggest- 
ing companies are holding on to 
hard currency earnings as a hedge 
against a possible devaluation. 
Page5 

Potyfiram, the Dutch entertainment 
group for which Seagram of Can- 
ada has bid $10.4bn, reported a 
steep reduction in second-quarter 
net income. Page 16 

SAdra of Sweden, the world’s 
largest producer of market pulp, 
aid Mctafl-S e rta, the Finnish for- 
estry group, have won an interna- 
tional tender to build a $960m 
wood pulp mill in Latvia Page 16 

Enterp rise Ofl of the UK ia to dose 
its representative office 'm Vietnam, 
reflecting declining foreign Interest 
In future development prospects in 
Vietnam at current ofl prices. 

Page 6 

PfiBppiae Airflow, Asia’s oldest 
airline, said a wildcat strike by its 
largest union In defiance of a com- 
pany warning that jobs must be 
cut could be a “fatal blow”. 

Page 13 

Deutsche Bank chairman Rdf 
Breuer said the UK and German 
stock markets could bulk! on their 
recent alliance and extend the Pnk 
to their respective derivatives 
exchanges. Page 13 

Lucent Technologies, the world's 
largest maker of telephone equip- 
ment, more than doubled profits 
before charges for the third quar- 
ter. Page 13 

Kohlberg Kravis Roberts, the 
US-based private equity fund and 
buy-out specialist, is to buy WHKs 
Corroon In a deal valuing the UK- 
based International Insurance bro- 
ker at £951 m. Page 13; Lex, Page 
12 

lent of Taiwan, one of the world's 
biggest makers of personal com- 
puters, has warned of a slowdown 
in profits this year because of the 
Aslan financial crisis. Page 16 


Wortfl Equity Markets 

The t aa sttrend s aid data frtxB more 
tijanffifflUondraBkatsatsfllarice 

Pagetf 


WORLD MARKETS 


Mw Tortc UvcUknt 

DnvAnMM S106.77 

NASDAQ CmpaaOe itaUS 

Eunpa Md ArEMi 

CAG40 »«ai.l2 

DAX 811173 

FTSE tOO S989B 

MAW 1UB3M 

us lokMm rates 

fatal Fm* MS 

3-n* Tin BBc W 5Jmm 

Uhq Band 1888 

feu — 5 LMM 

OTTER RATES • 

IK 3-m HHtWk 7fi% 

IK 10 jr SB __10&4W4 

fame 10 jr OAT 10W8 

Gam* 10 * Bund 1042S 

Japan IQ yr J88 TltLfiO 

HORIH SKA OB. (Aign4 
Smiuh) si2.ii 


NnrfertB Canaa 


(-101-96) BOCHAIK 
(-M.7S) Beta 
(-143.1! tar Tone I 


pw 5“ 

flOMW 5? 

(103JS61 ft — — — 

00442) 7 — 

1110S) T*|0<*W 


,1.8407 

1.7807 

6I X K0 

14137 

14048 


(1149 DM ■. 


O THE FINANCIAL TIMES LIMITED! ^ No33j58_ 
Lixiikn ■ Laeds ■ Paris ■ ftfflHcfurt • StaoMiobii ■ iMtai ■ Madrid Mw Yore 
GhkropQ-Lag Angetea 'Tokyo' Hwrfl k°"8 


Greenspan halts share rally 


Fed chairman’s 
inflation warning 
takes heat out of 
stock markets 

By Richard Adams 

Stock markets around the world 
slipped back further from their 
recent record highs yesterday as 
cautious comments Issued by 
Alan Greenspan, chairman of the 
US Federal Reserve, put a chm 
on global equities markets. 

On Wall Street, the Fed chair- 
man’s comments, together with a 
number of earnings warnings 
from US companies, were enough 
to taka the shine off a powerful 
rally that bad driven US share 
prices to new records last 
week. 

In early afternoon trading, the 
Dow Jones Industrial Average 
was 47 points lower, at 9,142.56, 
taking its two-day decline to 
nearly 200 points. 

Mr Greenspan’s comments to 
the US Senate’s finance commit- 
tee on Tuesday triggered a hefty 
retreat on the UK equity market, 
and sharp tells on exchanges In 
Paris, Frankfurt and Madrid. 

In London, the FTSE 100 index 
dropped back through the 6,000 
level, eventually finishing the 
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session a net 143.1, or 2.34 per 
cent, lower at 5.989.6. Over the 
two sessions since Alan Green- 
span's speech the index has 
fallen 189.4. or 3.1 per cent 

“Greenspan has told investors 
it looks as If growth is slowing 
because of Asia but inflation Is 
picking up because of domestic 
conditions. 

“The conclusion is that this is 
the worst possible combination 
for equity investors,” said lan 
Harnett, pan- 

European equity strategist at BT 
Alex. Brown, the stockbroker, in 
London. 

In Paris, the CAC 40 index lost 
101.96, or 2.4 per cent, to 4.220.19; 
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Frankfurt's Xetra Dax index 
declined 10239, or 1.7 per cent, to 
6J181.ll; while Madrid was 1.6 per 
cent lower with the general index 
closing at 920.23. Government 
bond prices retreated as the 
financial markets took a closer 
look at Mr Greenspan's testi- 
mony. 

By early afternoon in New 
York, the benchmark 30-year 
Treasury bond was down at 
106^, lifting the yield back to 
5.671 per cent 

In the second day of his half- 
yearly testimony on monetary 
policy before Congress, Mr 
Greenspan repeated his warning 
of a day earlier that domestical] y- 


J» 1998 Jd 


driven inflation remained a 
stranger threat to the US econ- 
omy than an Asia-induced reces- 
sion. He added that the Asian 
crisis had clearly dampened 
growth and was expected to con- 
tinue to do so. 

Jeff Applegate, equity strate- 
gist at Lehman Brothers, said: 
“Last week, the equity market 
was humming along with the 
view that the glass was half full. 
This week, it's the same glass, 
only it's half empty." 

Computer Associates, Pago 13; 
London stocks, Pago 28; World 
slocks, Page 32; Bonds. Pago 20; 
Currencies, Page 21 


FINANCE MINISTER PLEDGES PUBLIC SPENDING BOOST AS HE UNVEILS BUDGET OUTLINE FOR 1999 


French growth ‘set 
to top 3% target’ 


fly Robort teaftanr to Paris 

French finance minister 
Dominique Strauss-Kahn yester- 
day said file country’s economic 
recovery was so robust he expec- 
ted growth to exceed its 3 per 
cent target this year. 

His- comment® came as- he - 
unveiled a budget outline for 
next year that would increase 
spending by 1 per cent In real 
terms, and he dismissed sugges- 
tions France was not doing 
enough to reduce its fiscal deficit 

“Growth In the French econ- 
omy in 1998 wfl] be the highest 
among the major European econ- 
omies, n he said. 

The minister’s growth predic- 
tion was based on stronger than 
expected domestic demand, 
which he said had more than 
made up for the contribution 
from exports, which was weaker 
than anticipated due to faltering 
Asian markets. It follows an ear- 
ner forecast by Insee, the official 
statistics institute, that the econ- 
omy would grow 3.2 per cent. 

“We will finalise our forecasts 
for 1998 in September, but they 
will probably be slightly above 3 
per cent,” Mr Strauss- Kahn said. 

His view was reinforced by 
publication yesterday of May 
industrial production figures, up 


6.6 per cent year-on-year. 

Mr Strauss-Kahn said the key 
to the rediscovered dynamism of 
the economy was job creation, 
which the Socialist-led govern- 
ment had helped stimulate since 
taking office in June 1997. He 
said more than 300,000 Jobe 
looked set to be created this year r 
- considerably more than pre- 
dicted - and this had boosted dis- 
posable incomes, helped further 
by rises in the minimum wage. 

Despite the expansionary 
stamp of the outline 1999 budget, 
Mr Strauss-Kahn insisted expen- 
diture would be subject to tighter 
controls. The budget deficit 
would be cut to 23 per cent of 
GDP from 3 per cent, he said, and 
the government has ruled' out a 
sharper adjustment in spite of 
extra receipts from the recovery . 

“Some regard this deficit as 
still too high, but the rhythm of 
adjustment is amon g the hi ghes t 
In Europe, “ he said. 

The fiscal measures repre- 
sented a compromise between the 
demands of the business commu- 
nity for a lower tax burden and 
pressure from the government's 
leftwing supporters to squeeze 
more from the wealthy. 

Faces cm jobs. Page 2 
Observer, Page 11 



French finance minister Dominique Strauss-Kahn leaves the Bys6e Pataca 
after the weekly cabinet meeting yesterday Picture: Reutem 


Czech Republic 
New premier 
in a hot seat 
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News Corp 
shares fall 
as Murdoch 
is sued for 
divorce 

By John Gappar In London 

Shares in News Corporation, the 
media company controlled by 
Rupert Murdoch, fell yesterday 
after his wife Anna filed for 
divorce in (he California courts, 
raising uncertainty over future 
control of the group. 

Mrs Murdoch, who is a board 
director of News Corp as well as 
a substantia) shareholder, said in 
her application to the Los 
Angeles Superior Court that she 
was trying to find out exactly 
what assets the couple owned. 

The Murdoch family has 31 per 
cent of News Corp, including 
shares held by Mrs Murdoch in 
her own name. Analysts said 
shares had weakened on fears 
that the family stake could be 
divided as part of a settlement 

Australian ordinary News Corp 
shares closed down 1.7 per cent 
at AS12.93. while News Corp 
ADRs were down % at 32V« in 
mid-afternoon trading on Nasdaq. 

Mr Murdoch is thought to be 
confident that a divorce will not 
result in a change of manage- 
ment control or ownership of 
News Corp. However, he accepts 
there will be a divorce, and has 
started trying to negotiate a set- 
tlement . 

“There is no intention of going 
through a messy divorce on 
either side. She is not asking for, 
and ha has no intention of con- 
ceding, any change in control of 
the company," said an associate 
of Mr Murdoch's. 

Any settlement is likely to take 
account not only of the family 
shareholding in News Corp - 
worth about USS9bn - but also or 
homes in Aspen, New York and 
London and other assets held 
around the world by the 
couple. 

Mr Murdoch said last year that 
the family's holdings in News 
Corp had been placed under the 
control of their three children. 
Lachlan, Elizabeth and James, all 
of whom hold executive positions 
within News Corp. 

Differences between Mr Mur- 
doch and his wife, who were mar- 
ried in 1967, emerged three 
months ago when it was dis- 
closed that they were separating. 
However, it was thought until 
the divorce petition that they 
would reconcile. 


Cloning team produces 
generations of mice 


By David Hflhig 

I Scientists have cloned 22 mice 
from adult cells, even producing 
clones erf clones, in the most sig- 
nificant development in this area 
since the cloning of Dolly the 
sheep in Scotland last year. 

The Japanese-led team of 
researchers, working from a win- 
dowless warehouse at the Univer- 
sity of Hawaii, has scored several 
firsts with research to be pub- 
lished in today’s Nature, the sci- 
entific journal. 

Not only is Cnmulma (named 
for the cumulus cell from which 
she was created) the first mouse 
clone, but she has been marie by 
a more reliable technique. While 
Dolly remains the only cloned 
sheep, there are more than 50 
cloned Hawaiian mice. 

The technique, licensed to Pro- 
Bio, the Australian biotechnology 
company, may be applicable to 
larger mammals and even to 
endangered species. 

In January ProBio filed for a 
patent in the US to protect the 
method. The company plans to 
seek a Nasdaq market listing 


within a year. 

“We succeeded both in using a 
new method and new cell type to 
clone mice from adult cells, and 
in repeating it to produce clones 
of clones erf clones - essentially 
identical mice born a generation 
or more apart," said Teruhiko 
Wakayama, lead author of tbe 
paper. 

The discovery will inevitably 
reopen debate on cloning and its 
possible extension to humans. 
Many countries have banned 
such research. The US Food and 
Drug Administration said in Jan- 
uary that until Congress passed 
law on the Issue, it would act 
against anyone seeking to clone 
humans. 

Anthony Perry, co-author of 
the research paper, said: “We are 
concentrating on the mouse 
modeL” He pointed out that phar- 
maceuticals companies used mice 
to Study tile effects of potential 
drugs, and cloning opened up the 
possibility of reproducing exact 
copies of a single moose, possibly 
making it easier to assess data. 

Of ink* and sheep, Page 10 
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] : ( Russian groups clash over economy 


By Jofta Tbarohffl in Moscow 
and Andrew Hi h London 

A public dispute broke out 
among Russia’s biggest 
energy companies yesterday, 
after Lukoil issued a state- 
ment criticising the govern- 
ment’s “unreasonable and 
irresponsible’’ economic poli- 
cies which, it claimed, 
threatened a social explosion 
within three months. 

The statement attacked 
the international Monetary 
Fund’s tough policy recom- 
mendations. On Monday the 


Fund approved an 9lL2bn 
finance package for Russia 
and staved off the threat of a 
rouble devaluation. 

“This deepens the crisis, 
aggravates the social situa- 
tion. and will lead to the 
bankruptcy of those few 
enterprises capable of work- 
ing effectively.” L uko il said. 

The statement “had been 
agreed** with serai other big 
off and gas companies: Some, 
including Gazprom and 
Sidanco, reacted furiously, 
saying they bad not 
approved the statement's 


release. But Gazprom said it 
shared the concerns about 
the “complex" situation in 
the energy sector. 

Rossia’s energy compa- 
nies, which account for the 
bulk of federal tax revenues, 
have been hard hit by oil 
and gas price falls this year. 
They have bee® squeezed by 
the government seeking to 
raise extra revenue to nar- 
row Us budget deficit 

The government's planned 

cuts in corporate tax rates 
and oil excise duties have 
had to be dropped because of 


parliament's refusal to shift 
the tax burden on to the per- 
sonal sector. 

* But Boris Nemtsov, deputy 
prime minister, said oil 
excise taxes would be cut if 
parliament agreed the gov- 
ernment's anti-crisis pro- 
gramme In full during an 
e xtr aordinary session set for' 
August 

. Jvan Mazalov, energy ana- 
lyst at Centrelnvest Group, a 
Moscow-based stockbroker, 
said many Russian energy 
companies believed a devalu- 
ation would help them. 


because such a high propor- 
tion of their cash was earned 
abroad. 

“But, in practice,' a devalVK 
atfon may not . be ..so goocL - 
There would be ah endless, 
race of expenses catching up 
with their revalues because 
Russia is tmgtcany a dollar- 
Indexed economy. Initially, 
locally produced resources 
and machinery would be 
cheaper, but prices would 
.inevitably be indexed 
upwards," he said. . .. . 

Anatoly Chubais. Russia's 
chief loan negotiator, yester- 


day described _ the IMF’s 
approval ofthe finance pack- 
age as a “confidence vote’ 
for- the government’s eco- 


Mr Chubais, who met 
investniefit bankers in Lon- 
don. said Russia could 
return to the markets with 
an issue of eurobonds as 
early as September. T dis- 
cussed Rtfs] with the presi- 
dents of major. basics and 
they considered September 

would be reasonable. But 
they even , said we sbouldn’ 
wait until September.” 


1999 BUDGET PUBLIC SPENDING TO RISE BY 1% IN REAL TERMS 


France to focus on 
jobs, social justice 
and environment 


By Robert Graham In Paris 

With a sharp eye for the 
populist gesture, Dominique 
Strauss-Kahn, French 
finance minister, yesterday 
unveiled the broad outline of 
the 1999 budget shaped 
around three themes - jobs, 
social justice and the envi- 
ronment. 

He made it clear the one- 
year-old Socialist-led govern- 
ment was committed to con- 
tinuing its stimulus to job 
creation and believed in a 
mil dly expansionary budget 
that increased public spend- 
ing by 1 per cent in real 
terms. 

He fixed the deficit target 
at 2.3 per cent or gross 
domestic product against 
199Ts 3 per cent, and was 
unapologetic about this 
being high by the standards 
of the euro-zone. 

On the fiscal side the main 
innovation was a.change and 


cut in the tore professkmeBe 
- levied on companies on 
the basis of their fixed assets 
and payroll. 

But officials said measures 
cutting some FFrl6bn 
(£L6bn) in taxes would have 
very little impact mi taxes as 
a proportion of gross domes- 
tic product, currently 46 per 
cent 

To signal he bad the pub- 
lic at heart, Mr Strauss-Kahn 
announced the end of an 
on popular levy on driving 
tests and stamp duty on 
identity cards. 

Far every segment of soci- 
ety. save the very rich, he 
offered some satisfaction. 
This left criticism muted but 
few really happy. 

The shake-up in the taxe 
professioruUe was presented 
as a central element in job 
creation. Wages account for 
35 per cent of the basket of 
items on which the tax is 
assessed and employers have 


criticised it as a significant 
brake on new hirings, espe- 
cially in labour intensive 
businesses. The phasing-out 
will Immediately benefit 
small companies to the tune 
of FFr8.4bn. and will help 
soften the as yet unknown 
cost of implementing the 
move to a 35-hoor week in 
2000 . 

Other job creation aids 
included a tax break of 
FFr10,000 per new job. 

A farther measure 
with an important 
potential impact on 
employment was a decision 
to cut the high taxes levied 
on property transactions by 
20 per cent Stamp duty will 
be removed, with the state 
compensating local authori- 
ties for its removal reducing 
the overall tax level to 6 per . 
cent and so boosting the 
property market 
Under the beading of 



Porwroque Strauss-Kahn; ‘committed to job cre a ti o n 1 


social justice, which appeals 
to the government’s leftist 
electorate, the wealth tax 
applied on a sliding scale on 
assets over FFr4.7m will be 
increased. 

A new scale of L6 per cent 
wQl also be applied to the 
800,000 fortunes over 
FFrlOOm, while it will 
become more difficult to 
adopt tax exile status. 

Loopholes in the nse of life 
assurance polices for death 
duty avoidance are being 
closed, and tax credits on 


certain types of dividends 
will be reduced. 

The government will also 
begin an n priatp of the land 
register - untouched in 
some instances since 1961 - 
with a view to regauging the 
property tax. The aim is to 
ensure low income homes 
pay less, while raising the 
contributions from the bet- 
ter off by as much as 15 per 
cent. Low incomes will also 
benefit from VAT cuts on 
electricity and gas supply 
contracts. 


Reuters 

On the green side, the gov- 
ernment avoided the tradi- 
tional. cross-the-board petrol 
tax increase bat focused on 
diesel fuel, which will be 
raised by eight centimes 
This' was part of 
broader policy to penalise 
pollutants. 

The five current pollution 
taxes will also be unified 


while value-added tax on 
the treatment of waste 
products will be cut to 
5.5 per cent from 20 per 
cent 


UK resists ban on oil rig dumping 


By Peter Wise h Sintra 

Britain stood isolated from 
its European partners yester- 
day in resisting total bans 

OH the tnarinp dumping of 

disused oil rigs and radio- 
active discharges from 
nuclear reprocessing plants. 

UK proposals that could 
mean an exemp tion from a 
dumping ban for the founda- 
tions of up to 123 offshore 
rigs won support only from 
Norway at a meeting of 
European environmental 
ministers seeking ways to 
prevent maritime pollution. 

Britain was also alone in 
failing to express a commit- 


ment to reducing the emis- 
sion of radioactive sub- 
stances to close to zero. 
France, the only other Euro- 
pean nation with a nuclear 
reprocessing industry, said it 
would back this goal as far 
as it was "technically feasi- 
ble” 

“It is a pity Britain is not 
prepared to show the same 
degree of flexibility.” said 
Simon Reddy, a Greenpeace 
activist 

But John Prescott, the 
UK’s deputy prime, minister, 
said there had been a funda- 
mental change in the British 
position in favour of greater 
protection for the oceans. 


“We have arrived at what we 
think is a fair position, nnp 
that is radically different 
from the previous [Conserva- 
tive] government’s." 

■ Britain is under strong 
pressure from other Euro- 
pean governments to adopt a 
more flexible stance at the 
meeting in Sintra, Portugal, 
of the Oslo Paris Commis- 
sion (Ospar), which is due to 
reach an agreement today on 
a strategy for protecting the 
North-East Atlantic. 

. A British proposal that 
would provide an option far 
(he rig foundations, known 
as “footings”, to be disposed 
of at sea is likely to be 


rejected by a large majority 
of countries. 

While Norway - the only 
other country with such rigs 
at sea,- which has also 
mooted the controversial 
idea of disposing some of 
them in the Arctic - backs 
the British position, other 
countries want a total ban 
on the dumping, with possi- 
ble exceptions for the foot- 
ings of the seven biggest 
structures. 

The UK Offshore Opera- 
tors Association, which rep- 
resents rig owners, said yes- 
terday it was disappointed 
with the British govern- 
ment’s decision to seek a 


removal exemption only for 
footings. 

A spokesman said that, in 
the interests of both safety 
and the eavfroamait, a case- 
by-case decision should be 
made an how best to dispose 
of the basic structure of 
more than 100 of the largest 
rigs. 

Scandinavian countries 
are leading a bid to reduce 
discharges of radio-active 
substances to dose to zero 
by 2020. 

This would almost cer- 
tainly lead to the dosure of 
Europe's three nuclear 
reprocessing plants - two in 
Britain and one in France. 


Prodi on course to 
win confidence vote 

Communists look set to give the Italian prime minister their 
support but wrangle over budget looms in autumn . 


By James BBtzki Rome 


Romano Prodi, Italy's prime 
minister, was on course to 
win a vote of confidence in 
the Italian cham ber of depu- 
ties last night after three 
weeks of negotiations with 
the Reconstructed Commu- 
nism party on which he 
depends for a parliamentary 
majority. 

The Communists looked 
set to give the centre-left 
government its support in 
the vote. But on intense con- 
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fronts tj on between Mr Prodi 
and Faus to Bertiaotti. the 
Communist leader, is now 
certain in the autumn when 
the annual budget comes 
before parliament. 

Mr Prodi insisted cm the 
confidence vote after the 
Communists unsettled the 
government last month by 
voting against legislation 
ratifying enlargement of the 
North Atlantic Treaty 
Organisation eastwards. 

The prime minister later 
told parliament be sought a 
“full show of support” from 
coalition parties for an 
agreed policy programme 
that would last the rest of 
this parliament. Mr Berttn- 

otti has stopped short of 

making such a co mmitm ent 

Mr Bertjnatti says he will 
deliver a firm judgment on 
the government’s policies 
when he sees the details of 
the finance bill in the 
autumn. Mr Bertinotti says 
he will want to see whether 
the finance bill, setting out 
the budget for 1999, contains 
the seeds of a real turn- 
around in Italy's economic 
prospects, boosting the 
southern economy and 
reducing unemployment 

Exactly what Mr Bertinotti 
wants from the budget is 
still uncertain. One senior 
government official said: “It 
fa worrying that we are 
going into the summer break 
without having a cast-iron 
agreement on which the 
administration can move for- 
ward." 

In an attempt to soften the 
clash with the Communists, 
Mr Prodi has already made 


commitments that could be 
at the heart of the debate 
between the two sides in 
September. 

First, legislation introduc- 
ing a statutory 35-hour week 
in Italy will definitely be 
enacted by the end of the 
year. The 35-hour week bill 
was the price exacted by Mr 
Bertinotti for supporting the 
centre-left government last 
October. Secondly, a new 
developm ent agency for the 
south will be created, to 
stimulate the economy of the 

What Mr Bertinotti 
wants from the 
budget is 
uncertain 


Mesaogiamo. Its exact terns 
are still to be fleshed out 
But Mr Prodi has said “the 
activity of the agency will be 
expressly aimed at creating 
a certain number of jobs, the 
number of which will be 
determined each year”. 

Thirdly, an existing 
agency called Italia Lauoro 

will find temporary Jobs for 
around 150,000 “socially use- 
fid workers”. 

Earlier this year, it looked 
as though the government 
might phase ont “socially 
useful work”, a scheme 
under which people received 
a payout for doing mammi 
jobs. People on the scheme 
will now be paid with public 
money to do work for local 
councils. 


Brussels unveils 
‘fair price’ plan 
for transport 


By 


SmHi ta Brussels 


The European Commission 
yesterday unveiled proposals 
for making businesses pay 
“fair” prices for transport 
infrastructure and estimated 
resulting savings at about 
EcuSObn ($55-5bu) a year. 

The European Union exec- 
utive’s aim, outlined in a 
“white paper”, is to replace a 
patchwork of charging 
arrangements with a har- 
monised “user pays" 
approach. 

Charges for using roads, 
railways, ports and air traf- 
fic services would be closely 
aligned to costs including 
those incurred through acci- 
dents, congestion and pollu- 
tion. 

Taxes and tolls for lorries 
of 12 tonnes and above 
would be replaced by 
charges pa- kilometre. 

The Commission also pro- 
posed measures to ensure a 
more efficient use of railway 
infrastructure. 

Three directives would 
help increase competition on 
rail networks by establishing 
tighter rules for the alloca- 
tion of infrastructure capac- 
ity and for the charging of 
infrastructure fees, and by 
requiring rail companies to 
keep more transparent finan- 
cial accounts. 

Neil K innock, EU trans- 
port commissioner, believes 
European rail networks 
must be-opened up to compe- 
tition if they -are to increase 
their 16 per cent share of the 
freight market 

Introducing the infrastruc- 
ture white paper, Mr KJn- 


. -nock said diff/gr.ent 
approaches between eoun- 
tries had created huge com- 
petitive distortions betwee n, 
transport sectors and 
between .member states. 

The idea was to establish 
an EU framework leaving 
member states free to set 
charging levels. 

The framework would 
cover commercial transport, 
but hot passenger cars. 

The underlying principle 
of the white paper is that 
charges should be related to 
marginal social costs, 
reflecting the cost of an 
extra vehicle «dng the infra- 
structure. 

This is likely to benefit 
railways since, according to 
the Commission, the cost of 
putting an extra lorry on a 
crowded motorway may be 
high, while the cost of an 
extra train carriage may be 
ne g li glhte. 

A specially created com- 
mittee of transport expats 
from member states would 
help establish ways of esti- 
mating marginal COStS ar»d 
develop accounting methods 
over the next two years. 

The policies would be put 
into effect between 2001 and 
2004. 

The Commission says fair 
pricing would improve the., 
efficiency of transport 
systens and reduce environ- 
mental costs. 

While some users would 
pay mare, overall savings of 
at least Ecu50bn would lead 
to -reduced prices . for most 
commercial transporter and 
to infrastructure improve- 
ments. 


Dublin 
ends tax 
dispute 
with EU 


By John MmTay Bran in 
MAn 


The European Co mmis sion 
yesterday approved Irish 
plans to phase in a single 
rate of corporation tax of 
123 per cent by 2003. ending 
a long-running dispute over 
its tax policy, which several 
member Btates contended 
was anti -competitive. - 

Ireland currently has two 
rates - a 10 par cent preferen- 
tial rate for manufacturers 
and - far wimptmitut in Dub- 
lin’s . offshore International 
Financial Services Centre, 
and a 32 per cent rate for 
nrtipr c qppaniBB. 

Under the deal concluded 
with Brussels yesterday, 
Ireland will Introduce a 125 
per cent rate for an compa- 
nies "by the aid of 2002. 

• Charlie : McCreevy, 
Ireland's ’ flnanw* minister, 
said negotiations with Karel 
Van Miort, the competition 
commissioner had been 
“sometimes- fraught 
with.' difficulty bat this, is 
good news far the Irish ecort- 
Oaayf - . . 

Ireland's low tax rate has 
been, the mainspring of the 
country’s success in attract- 
ing foreign investment, 
which accounts for 75 per 
cent off . manufactured 
exports, 55 Of. iffbig’ 

output mid 45 per cent of 
mannfiafttT Triwg employment. 

Mr McCreevy said the new 
regime would be “ftjUy com- 
patible” with the EU code of 
conduct on business taxation 
agreed by finance ministers 
in December. 

The code sets out to ctprb 
the predatory use of special 
tax rates, which distort 
investment flows and dirat 
exchequer revenues. 

Ireland’s change in rates 
win only affect new invest- 
ments. It will not cover 
existing foreign investors 
and those on an agreed, 
“pipeline” list which will be 
taxed at the 10 per cent rate 
until 2010, in -line with the 
original agreement with too 
Commission and. nntii 2005 
for financial services. ' 

The move will mean a 4 
per cent a year cut in the 
standard rate of corporation 
tax in each of the next 5 
years. 

In order to ensure an 
orderly transition . period, 
Ireland has agreed to 
approve no mare , than 77 
projects between now and 
the end of .2002 - 67 prefects 
in the case of the IFSC- 


NEWS DIGEST 


RUSSIA 


Former Soviet planning 
chief to be trade minister 

The fanner haad.at Gaeptervthe Soviet ecanamte pfenning 
agency. » to beappdnfed ftjssia’s nexttmcteartl industry " 
irifrister. Sergd KMyenkn. prime minister, c onfirmed yester- 
day. The appointment of Yuri Madyukov. now a Communist 
dep^ and head <3f foe partorwntary eoonortdts commfttes, ' 
wffl come as a shock to many observers, who tape argued 
Russia has Ra most economical liberal government since 
reforms began. :- 

For years. Mr Masiyukov has been a fierce crtHc of the gov- 
ernments economic pofides and advocated stronger state 
support for Industry. In his new post, Mr Maalyutaw, 60, w» 
be responsible'far a range of Industrial matters Indudtng man- 
agement of foe state arms manufacturing sector.- He wit Blab 
have a large say in determ i ning Russia's external trade policy. 

The.goiramment has recently Hftod Import duties by 3 per 
cent to raise additional revenue-end to keep fte balance of 
trade in check. .But Russia is stS formally committed to fiber- 
afsfafl its foreign bade regime mitt a view to jciWng^ ftw - 

World Trade Organisation- John TbomfiM, Moscow 

G REEK P UBUC SECT OR 7 : 

Unions call 24-hour strike 

Greece’s pi&Hc transport companies, utilities and state-con- 
troHed banks are staging a 24-hour strike today In protest 
against the Socialist government".* plans for liberalising the’ . 
labour market Olympic Airways, the st a te carrier . amoiviGed 
a three-hour stoppageu-OSE, the state raSways, said aO train 
services would be cancefled. GSEE, the main union grouping 
for public sector companies, ctaknathe measures wW lead to 
mass dismissals and reductions in real wages. Transport, 
workers fear government plans to restructure rail and bus ser- 
vices win result in longer working hours. 

‘ To drisn up support for the walk-out. GSEE and the unions 
of OTE, tha public telecoms operator, paW for tefcNtafon spate 
calling for workers to join a demonst rat ion' in central Athens 
aid march to parttement A draft law due to be approved In 
parliament this month win introduce, part-time working in date 
enterprises and allow employers to pay overtime on an. annual 


a Lawyers In Athens said yesterd a y Easy Jet, UK-based low- 
cost carrier, could resume advertnernants of cut-price ffights 
between Athens and London provided these included add- - - 
bond Information on UK airport taxes. Steft» HacQMowinau, 
EssyJsfs founder, is contesting a cfvtt suit brought by Greek 
travel agents, who were outraged by the abtne’e a dv e r tisi ng 
slogan: “Forget your travel agent* Mr Hadjl-toannou said yes- 
terday: Tn fact, we don’t need to advertise at the moment 
because We've had so much publicity over the casa“ Kerin 
Hope, Athens 


BAVARIA T AX IMVE S TTGAT10W 

Kirch probe terminated / 

Lad Kirch, the reclusive German media moguT, received a sig- 
nificant boost to Ws fortunes yesterday when stale prosecu- 
tors In Bavaria announced the end of an investigation into 
alleged tax evasion by hte broadcasting and film distribution 
business. The senior prosecutor in Munich said that after 
three years of investigation there was no evidence to proved 
Mr Kirch or his company had dodged taxes due m connection 
with the saie in 1989 of a package of films to a Swiss-based - 
company for DM500m $Z78m]L ~ . 

7T» fifarw were later sold on to SAT-1, a German television ; 
station in which Mr Kirchte the dominant shareholder, fora 
sHpifficantiy higher amount The state prosecutors opened Its . 
Investigation on the basis of suspicions that the Swiss com- 
pany, was acting in concert with Mr Kirch to help hfrn over- . . 
come a liquidity crisis. 

- Over the test year the tax probe was one of several riega- . 
five factors dogging the privatefy-heid Kirch Group. In May 
the European Commission blocked Kirch's plans to merge its 
digital pay-TV interests with those of CLT-Ufa^ Luxembourg- 
based broadcasting group in which Bertelsmann of Germany . 
has a 40 percent stake. Frederick Sti k le mann, Berfin 


SWITEnLAND . •: L ■ ^ 

Public sector debt tops $132bn *) 

Switzerland's reputation as one of the world's most flnandaly 
conservative states has suffered a setback with the revelation, 
that its pubfic sector debt has topped SFr200bn f$132bn). .. . 

"The combined debt of the Swiss "government, the cantons . . 
and local corranuriities has more than doifoled since 1990 and 
is now equalto.3.5 per cent of Its grose.domestic product, _• . . 
according to; the Swtee finance department • 

Orifofs basis Switzerland would fail to, qualify for memberr’ 
ship erf European" Monetary Union whtcrfl spedOea a maximum ' 
government deficit of 3 per cent of GDP. Although Spritzer- . 
tanddpaa not belong to the European Union, the surge In Its . 
debt ratio from" 31 per cent of GOP In 199Q,fo53.5 permeant - - 
fob year, has already attracted critical comment from thrfi ' '• 
International Monetary Fiind. Switzerland lias tracfitionaliy - 
been a country of sound government finances but foe bombl- 
nation of six yews of economic staghstifon and weak gewofn- 
ment has led to a significant deterioration Intts financial pos*= 
tion, WRBam Hal, ^Zurich 


FRENCH BANK SECTOR 


Brass^^ 

The'&appean Gomfoiteton yeiterdby ordered Sod«6 de 
Barique Occidentals <SDBO)„a Crfitfit Lyonnais subsidiary, to 
repay FR240.5m j$40rnj of state aid fo the Ranch govern- 
ment- The Commission, ^the European' Unbrffc executive, sad 
that because ft had not . been notified~of the transa ction, foa 
aid was SlegaL Before foe recapitalisation, SDBO was techni- 
cally bankrupt and “could have been Bquidated at a lesser " 
expense to foe shareholder”, foe Commission said. 

“A private investor, under comparable circ u mstances. wpLfld 
not have injected a similar amount of noh-retumabia capital," 
the Commission said, concluding that the aid was “foereforb 
riot compatible* with EU law. Samer Iskander, Brussels 

POLISH DEFENCE 


Upgrade to cost $2.3bn 

Poland wfll spend more than 8bn zlotys ($2.3bn) by 2003 to - 
upgrade its armed forces to Nato standards, JanuszOnysz- 
Wewicz* defence mlnfetar, said yesterday. The five-year pro- 
gramme^, mainly to- upgrade corrvnunlcatRxts/command-and- 
control systems and ar defences, is the key part of a 40bn 
zloty scheme to trim and modernise the armed forces In the 
next 15 years, Mr OnyazWewicz said. Poland, akx*g with the , 
Czech Republic and Hwgary, was set to join the western 
defence alliance next spring. 

He brushed aside concern that Poland's obsolete defence 
eqifipmertt and foe lack of knowledge of : Er®teh.arnor« h^- 
rankfcg officers, mostly, tinned during pre-1989 communist 
ruie, Impaired the courrtry’sIBness to join Nato. " 

"Our phHosophy continues to be. ..smaller armed forces, r 
but b etter trained and equippad," he said. Tha number of dM- 
stons Is to shrink to six from IT. Reuters* Warsaw " 
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EUROPE 


Spanish TV satellite platform accord 


New 


Czech premier 


By Tom Burns in Madrid 


Telefdnica, the dominant 
Spanish telecoms operator, 
and Sogecable, the TV unit 
of the powerful domestic 
mpfHa empire Grupo Prisa, 
are to merge their rival digi- 
tal. TV satellite platforms. 
The accord is likely to end a 
bitter and long-running bat- 
tle /Dr control of Spain's 
potentially lucrative pay-per- 
view market 

The deal has political over- 
tones because the launch of 


Via Digital, the platform 
controlled by Telefonica 
with a 35 per cent stake, was 
engineered by the ruling 
Popular party to ffvert a digi- 
tal TV -monopoly by the 
broadly pro-socialist Grupo 
Prisa. The deal is a relief to 
the centre-right government, 
which throughout the row 
was accused of distorting the 
market and of curtailing 
press freedoms by manoeu- 
vring against a hostile media 
group. 

The agreement, which will 


be based on the parity of the 
two partners and will be for- 
warded to regulators on Sep- 
tember 30. Is likely to have 
far-reaching cod sequences 
for suppliers - from US pro- 
grammers to Spain's first 
division football clubs - who 
gained big contracts by 
exploiting the rivalries of the 
two broadcasters. 

The accord will ensure a 
financially viable digital TV 
business in Spain- The settle- 
ment is also likely to be wel- 
comed by minority share- 


holders of Sogecable’s Canal 
Satfilite Digital, which 
Include Banco Bilbao Viz- 
caya. and of Via Digital, 
which includes the Recoietos 
Group, controlled by the UK- 
based Pearson Group, owner 
of the Financial Times. The 
two ventures have made 
large capital calls on their 
backers. 

The fight over the pay-per 
view market had been 
played out between the gov- 
ernment and Grupo Prisa in 
parliament, the law courts. 


Brussels and the editorial 
pages of El Pais. Prisa ’s flag- 
ship newspaper. 

Legislation was introduced 
to curb Sogecable's football 
broadcasting rights and 
delayed introduction of its 
decoders. Criminal proceed- 
ings took place gainst Sogec- 
able’s directors linked to 
alleged business fraud. The 
case fell apart earlier this 
year and the judge who 
investigated the charges is 
being prosecuted on counts 
of legal malpractice. 


IMF insists 
Ukraine must 
cut tax breaks 


By Cbartes Clover in Kiev 

The International Monetary 
Fund will today press 
Ukraine to slash some 1,000 
tax exemptions as a key con- 
dition for handing over a 
$2hn-£L5bD loan to the cash- 
strapped nation. 

Getting rid of -the tax privi- 
leges, distributed by the gov- 
ernment on what one west- 
ern economist described as 
“an ad-hoc basis", would 
help raise revenue and 
shrink the country's mass ive 
shadow economy. 

In order to start disbursing 
the loan over three years, 
the IMF has asked the gov- 
ernment to cut planned 
expenditures in the remain- 
ing half of the year by 30 per 


cent, or 4.4bn hryvnia 
($2_lbn), and find an extra 
J.7bu hryvnia in revenues. 

Ukraine's refusal to tackle 
the exemptions played an 
important role in sinking a 
similar IMF long-term loan 
programme last year. But 
now Ukraine has its back to 
the wail. 

With a heavy debt service 
schedule and limited foreign 
exchange reserves, the only 
way for the government to 
avoid a default on its foreign 
debt or a devaluation is to 
agree “to the IMF's terms. 

In order to remove tax 
breaks, however, the govern- 
ment will have to take on 
very powerful vested inter- 
ests. “It will be very difficult 
to get parliament to agree to 



cut these exemptions," 
admitted ihor Mitiukov, the 
finance minister. 

Most nroblematic will be 
the ze> i-rating of val- 
ue-added tax for coal, natu- 
ral gas and electricity, which 
the IMF would like to see 
raised to 20 per cent, the 
VAT level in the rest of the 
economy. 

Such a move could yield 
7bn hryvnia in annual reve- 


nue, said Khwaja Sultan, an 
economist at the Harvard 
Institute for International 
Development (MU)] in Kiev. 
But Ukraine's cash-starved 
economy is run by monopo- 
listic trading companies 
which control the supply of 
energy products through 
their ties with government 
Taxing energy would not 
only hurt the trading compa- 
nies' revenues, but under- 


mine the shadow economy in 
which they are heavily 
involvcd. 

“VAT is the best way to 
smoke out the shadow econ- 
omy. but it is useless unless 
it is charged at the very 
beginning of the value-added 
chain, on things like imports 
and energy," said David 
Snelbecker of HITD. "Other- 
wise it is quite easy to 
evade." 


Chechnya kidnappers free Russian police 


By Cariotta Gall fn Baku 

Gunmen in Chechnya have 
released six policemen seized 
in a bloody raid on a Rus- 
sian military base last 
December and held captive 
for seven months in the 
rebellious republic. 

Hie hostages, all membere 
of the Russian police force, 
were exchanged for three of 
the attackers who were 
detained by local authorities 
at the time of the raid. 


Hie exchange is the latest 
example -of Russia's power- 
lessness in its battle against 
the well-armed kidnapping 
gangs operating in the north 
Caucasus region on its 
southern rim. After months 
of refusing the gunmen's 
demands, the local authori- 
ties appear to have given in. 

The six policemen - were 
from the republic of Dages- 
tan, which borders on the 
semi-independent republic of 
Chechnya. Dagestan has 


been swamped with weapons 
and violence in recent years, 
largely a spillover from the 
Chechen war which ended 
nearly two years ago. 

Kidnapping gangs have 
been operating with increas- 
ing impunity, holding for 
ransom locals, some 16 for- 
eign aid workers, and even 
President Boris Yeltsin's spe- 
cial envoy to Chechnya, 
Valentin Vlasov. Ransom 
demands can run up to Jim. 

The six policenien were 


some of an estimated 30 
Dagestanis being held cap- 
■tfve. 

Five Russian soldiers, 
seized from their military 
base outside the capital. 
Makhachkala, last month 
are among that number- 
Chechen authorities esti- 
mate over 60 people are 
in captivity across the 
region. 

Some of the kidnappers 
are purely criminal. Others, 
such as those who seized the 


policemen, are Islamic 
extremists, so-called Wahha- 
bis. who are calling for sepa- 
ration from Russia and the 
establishment of an Islamic 
state. 

They are mostly Chechens 
and Dagestanis. but are led 
by a core of Arab fighters 
and appear to have interna- 
tional backing, according to 
Magomedsalikh Gusayev, 
Dagestan's minister for 
nationalities and Security 
Council secretary- 


takes up the hot seat 


By Robert Aadosoa in Prague 


.Milos Zeman has built a 
political career out of being 
a troublemaker. He must 
now demonstrate that he 
also has what it takes to be a 
prime minister. 

The Czech Republic's new 
man in charge, whose cabi- 
net was sworn in yesterday, 
"is a bom leader, a political 
animal", said Jlrl Fehe, Pres- 
ident Vaclav Havel’s politi- 
cal adviser. 

But whether he will be 
allowed to lead for long is an 
open question. As Mr Zeman 
himself said: "I am aware 
that to become prime minis- 
ter at this lime is a kind of 
political suicide. " 

If this prophecy is not to 
become self-fulfilling Mr 
Zeman will need to use. but 
also lame, the instincts that 
have brought him to die pre- 
miership. 

Like several of the Soria! 
Democrat (CSSD) ministers 
in his rather elderly cabinet. 
Mr Zeman joined Lhe Com- 
munist party in 1968 during 
the Prague Spring of "Social- 
ism with a human face" 
when he was 23- But he was 
purged after the Russian 
invasion and then struggled 
to hold down jobs while sign- 
ing petitions and writing 
articles against the new 
hardline regime. 

After the 1980 Velvet Revo- 
lution he became the fore- 
most rebel against the rapid 
economic reform model put 
into practice by finance min- 
ister and later prime minis- 
ter Vaclav Klaus. 

Their rivalry is said to 
date back to when they were 
both economists at an eco- 
nomic forecasting think-tank 
of the Academy of Sciences 
- an extraordinary breeding 
ground for post-communist 
talent - and the acerbic Mr 
Klaus tore apart a paper he 
put forward. 

Both were afterwards key- 
figures in Civic Forum, the 
umbrella pro-democracy 
movement that took power 
In 1989. Mr Zeman became - 
according to Ivan Gabal, the 
successor party’s election 
manger - a “disruptive influ- 
ence" who was later 
expelled. 

Mr Zeman, who had 



Zeman: must prove he has what 
H takes to tie prime minister 


described himself :is .« lib- 
eral, moved steadily left- 
wards as he attacked Mr 
Klaus's then widely admired 
reforms until he juitwd the 
CSSD m 1992. beenminu its 
leader the following year. 

He radicalised the party 
and built its vote up from 6.:. 
per cent in 1992 to :J2 .;i per 
cent in last month's election. 
In that election built he and 
Mr Klaus ran highly jR-rsun 
alised campaigns to empha- 
sise that they were the only 
alternatives to each other. 

Though the country's two 
outstanding politicians 
admit mutual respect, it was 
nevertheless a surprise when 
they appeared smiling after 
the election to announce 
that they had agreed thui 
the CSSD would furni a 
minority siugle-party gov- 
ernment. 

Many observers were 
quick to judge that Mr Klaus 
had got the best end of the 
deal. Mr Zeman will take* 
office in the middle of an 
economic slowdown and. 
having only a minority in 
parliament. can be 
obstructed and brought 
down at Mr Klaus's whim. 

Mr Zeman is a workaholic, 
an intellectual but with a 
jokey popular touch. He 
chain smokes, likes Czech 
beer and plain food, and 
always appears rumpled in 
whatever he wears. 

He is also an indefatigable 
campaigner and covered 
more miles than any other 
politician in his election bus. 

He is probably the best 
political orator but his rheto- 
ric sometimes runs away 
with him. 


His attacks un “a govern 
rueni of thieves" which had 
left behind an economic 
"wasteland" has given him 
an extremis! image but he 
has also shown pragmatism 
in the previous right wing 
governments and cotulurlcil 
the pus! -election talks. 

A more serious problem is 
that he is n self-reliant Inner 

- perhaps stemming inun 
being brought up tn sttv.il- 
c-neii circumstances on 
only child without a Father - 
and has shown lu lie aht Iliy- 
as a manager uf people. 

"He is u solo man." said 
Alexundr Mitrofanov, editor 
of Fravn. the only newsjKipi-r 
that supports the I'SSIl. "He 
doesn't have pulirir.it 
friends. He doesn't hate a 
gift to attract people hut 
they respect his results " 

This has meant th.it 
unless Mr Zeman puts hi-- 
authority on lhe lute n» he 
did over selecting a ealuuet 

- his party can appear 
divided and direct toilless. 

It can also mean he is iso- 
lated am] ili his nut iiM his 
own judgment against his 
colleagues. Ej '.on Lansky, a 
former adviser and now ilep 
ut.v premier, said Mr Zeman 
cannot "light the tempta- 
tion" to publicise alleged 
political subversion hy the 
secret service. Tn i;etu-r:il 
ridicule he has produced two 
briefcases of secret duett 
meats as evidence, though :i 
smear campaign before the 
elections suggested he may- 
have reason for his fears. 

By choosing four deputy- 
prime ministers to reduce 
his workload Mr Zenian 
appears to accept these criti- 
cisms. Hr seems determined 
to be more or a team leader 
than Mr Klaus but he will 
also need to show the deci 
sivenpss he demonstrated in 
the pnst-electiun talks to win 
his way in cabinet and set n 
moderate policy course. 

Leading a minority gov- 
ernment will bo his bigges-t 
test yet As Jan Kavnn. the 
new foreign minister, said: 
“It will be our first attempt 
at governing and it will be 
harshly judged. If we fail it 
could be a very long time 
before the next Social Demo- 
crat government.” 
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budget surpluses more important to shore up long-term social security finances, says treasury secretary 


Rubin attacks tax-cutting proposals 




By Gerard Baker to Washington 


Rubin: No cartafantfes 


Plans by some Republican 
members of Congress for a 
hefty tax cut this year and 
for tbe next several years 
are “an unsound and unwise 
strategy", Robert Rubin, the 
Treasury secretary, warned 
yesterday. 

Mr Rubin told a Senate 
finannp committee hearing it 
was premature to count on 
large budget surpluses over 
the next few years and said 
the most important priority 
was to shore up the long- 
term finances of soda! secu- 
rity, the public pension sys- 
tem. 

“Projections are exactly 
that, projections . not certain- 
ties. and subject to change, 
even great change. We 


shouldn't commit to any pol- 
icy, let alone a large tax cut, 
to use the projected surplus 
until social security's 
longterm financial integrity 
has been effectively 
addressed." 

Mr Rubin's remarls were 
directed at tbe intensifying 
debate in the majority 
Republican party in Con- 
gress over what to do with 
the growing federal budget 

surpluses that now seem cer- 
tain, beginning this year. 

Newt Gingrich, the 
speaker of the House, has 
called on Congress to pass a 
significant tax-cutting bud- 
get and yesterday John Kas- 
ich, the chairman of the 
House budget committee, 
was expected to present pro- 
posals to his colleagues for 


tax cuts of about $500hn over 
the next 10 years. 

Mr Kasich and Mr Ging- 
rich believe the scale of proj- 
ected surpluses is now so 
large that there will be 
enough room both to sort 
out social security and to cut 
taxes. 

But Republicans in the 
Senate are opposed to big 
tax reductions, largely siding 
with the administration in 
its caution about giving 
away public money that has 
not yet been received. 

Bat the pressure for tax - 
cuts is growing with new fig- 
ures that have repeatedly 
revised upward the scale of 
the government’s expected 
'surplus. Last week, the Con- 
gressional Budget Office, the 
politically independent fiscal 


research body* said the sur- 
plus this year was - now. 
expected to be $63bn. rising 
to $250bn in 2008. The accu- 
mulated surplus over the 10- 
year period, could be sure 
than $L500bn. 

In January President Bill 
Clinton launched his cam- 
paign to "save social seen- 
Tity first” - urging Congress 
not to spend the deficit unto 
the problems in the public 
pension system bad been 
addressed. Social security 
faces a financial crunch In 
about 20 years’ time as the 
number of retired people 
grows significantly. 

At the time , Republicans 
broadly accepted the call but 
since projections of the bud- 
get surplus began to grow 
larger, many conservatives 


Eizenstat sees no early Nazi gold settlement 


By Mark Suzman to Washington 
and WflKsm Kail hi Zurich 


Stuart Eizenstat, US 
undersecretary of state, yes- 
terday said he saw little 
hope of a rapid resolution to 
tlie increasingly bitter dis- 
pute between Swiss banks 
and Holocaust survivors 
over the Nazi gold afEair. but 
warned that any attempt to 
reopen the original post-war 


New man 
in Mexico 
has fences 
to mend 


By Leslie Crawford 
in Mexico CHv 


The long-awaited arrival this 
week of Jeffrey Davidow, the 
uew US ambassador to 
Mexico, has raised hopes of 
an improvement in the com- 
plex and often fractious rela- 
tionship between both coun- 
tries. 

The post had been vacant 
for more than a year, and it 
showed. Relations reached a 
low ebb in May, when the 
US disclosed a three-year 
sting operation to trap sus- 
pected money launderers. 

Operation Casablanca, 
billed as the biggest money 
laundering Investigation in 
US history, led to the arrest 
of more than 100 suspects 
and the indictment of three 
Mexican banks in tbe US. 

But in Mexico, the opera- 
tion was depicted as a viola- 
tion of national sovereignty 
breaching several co-opera- 
tion accords on drug traffick- 
ing. Rosario Green, Mexico's 
foreign minister, said Opera- 
tion Casablanca bad dealt 
the worst blow to relations 
m many years. She vowed to 
seek the extradition of US 
ur * •• • iver agents who had 
bi-j. Mexican law by brib- 
ing b.. employees to laun- 
der drug profits. 

Mr Davidow's first task, 
therefore, will be to soothe 
wounded sensitivities. In an 
interview with the Mexico 
City News, an English-lan- 
guage daily, he admitted 
that the US had made mis- 
f.ikes in Operation Casa- 
blanca, and that better coor- 
dination between both 
iovcrnmenLs was needed. 

Mr Davidow, a diplomat 
who has spent much of his 
118-year career in Latin 
Ann.'rica, and who was an 
assistant secretary oF state 
for inter- American affairs 
during the two years before 
his new appointment, could 
hcgiii by co-ordinating the 
divienting voices on US pol- 
icy towards its southern 
neighbour. In recent years, 
the State Department and 
US Treasury, whose con- 
cerns lie with Mexico's eco- 
nomic and political stability, 
have often been at logger- 
1 lends with US drug enforce- 
ment agencies, which view 
Mexico os a threat. 

US administrations have 
found It difficult to reconcile 
tin? growing economic inte- 
gration between the two 
countries, underpinned by 
llio North American Free 
Trade Agreement and two- 
way trade of SITTbn last 
year, with the entrenchment 
of Mexico's drug cartels and 
their control or more than B0 
per cent or the cocaine that 
enters the US. 

What Mexico most values 
in a US ambassador is his 
direct access to the US presi- 
dent. Relations with the rest 
of the administration are 
conducted through a Bina- 
iional Commission, the most 
extensive consultation mech- 
anism between the US and 
any foreign government. The 
commission meets once a 
j-car and has grown since its 
inception in 1981 to encom- 
pass 16 working groups, 
headed by their respective 
cabinet secretaries. 



agreements on the matter 
would be counterproductive. 

Testifying before the Sen- 
ate hanking committee, Mr 
Eizenstat also criticised 
plans by several US states to 
impose sanctions on Switzer- 
land over the affair and 
urged all sides to observe a 
“breathing space" to prevent 
further deterioration in US/ 
Swiss relations. “I regret to 
say there is no realistic 


short-term prospect of a 
broad settlement," he said. 

Mr Eizenstat 's comments 
come at a time when feeiinga 
are running high in US 
over the issue of assets 
belonging to Holocaust sur- 
vivors that were looted by 
the Nazis and then retained 
by bankers in Switzerland 
and other neutral countries. 
Lawyers have rejected an 
offer by the big Swiss com- 


mercial haTiicg - Credit Sui- 
sse and UBS - to settle an 
outstanding action law- 
suit over the issue for $60Gm, 
arguing that thg sum should 
be at least SUSbn. 

A number of US states 
have threatened to imple- 
ment an escalating series erf 
sanctions against Swiss com- 
panies from September 
unless the Issue Is been 
resolved. Meanwhile, public 


opinion in Switzerland has 
hardened against a larger 
settlement. 

At the hearing, Alfonse 
D' Amato, committee chair- 
man, accused tbe Swiss of 
“avoiding legal and moral 
obligations", and proposed 
reopening the 1946 accords 
under which the Swiss gov- 
ernment turned over some 
gold and other assets that 
had been deposited in Swiss 


banks by Nazis using looted 
firads. Recedt investiga t ions 
have shown . that 'the. Swiss 
retained a'much larger pro- 
portion of those assets than 
originally thought- 
However, Mr Eizenstat 
said that while the .1946 
agreement bad been "unsa- 
tisfactory", any attempt to 
reopen it would only harden 
the Swiss position, delaying 
a final resolution. 


Recycling rocketeers set out to demystify space 


Entrepreneurs hope 
reusable launch 
vehicles will open up 
the cosmos to 
commerce, reports 
Christopher Parkes 


Rocket science: new market frontiers, old hands 
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N ot many people believe 
those old Lockheed 
L1011 airliners moth- 
balled in the Mojave Desert 
will ever fly again. Few 
imaging there is a peaceful 
use for a stockpile of 20-odd- 
year-old Russian missile 
engines, and probably fewer 
still are able to conceive that 
you can learn to pilot a 
spacecraft by flying a heli- 
copter sideways. 

But all things are possible 
to the US entrepreneurs 
developing reusable launch 
vehicles (RLVs), which will 
open up space for commerce 
by providing cheap, reliable 
transport 

Tbe Lockheed fuselage sec- 
tions and landing gear have 
been earmarked for recycl- 
ing in the Astroliner, a 
manned shuttle-sized craft 
under development by Kelly 
Space & Technology. 

The Russian NK -series 
boosters are even now being 
cleaned up ready to fire Kis- 
tler Aerospace's reusable K-l 
into space early next year, 
and Rotary Rocket has just 
taken delivery of a second- 
hand helicopter to train 
pilots for its Roton craft, due 
up - and down - in early 
2000. 

Such companies are the 
leaders in a new branch of 
the US aerospace industry 
dedicated to breaking the 
domination or space trans- 
port by the shuttle and gov- 
ernment-subsidised booster 
rocket makers. 

Manned by hard-headed 
veterans of the west’s 
shrunken space industry and 
the government's downsized 
programmes, they have cen- 
turies of combined experi- 
ence to draw on. They 
believe that by blending 
proven technologies in new 
configurations, they can 
bring down the cost of space 
transport to a fraction of 
today's rates. 

Meanwhile, the main- 
stream aerospace companies 
press on with schemes 
which may reduce costs by 
10 or 20 per cent. Boeing is 
developing Sea launch, an 
ocean-going launchpad for 
expendable rockets. Lock- 
heed Martin, blessed with 
almost $ibn of government 
funds. Is making the X-33 
pilotless RLV as a prototype 
for the Venturestar, with 
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projected development costs 
of about JSbn. 

Kistler, which boasts 
George Mueller, the former 
head of the National Aero- 
nautics and Space Adminis- 
tration’s Apollo prqject as its 
chief executive, reckons its 
launch prices will be less 
than half the current aver- 
age of $10,000 per pound of 
payload. Kelly Space's co- 
founder, Michael Gallo, has 
his company's estimate - 
$1,974 per pound - refined 
almost to tbe last cent 

Both companies have con- 
tracts with big-name tele- 
communications groups to 
launch satellites Into the low 
earth-orbit constellations 
which will serve the global 
cellular telephone market. 
More than 800 launches are 
planned in the next eight 
years in a blitz which, at 
today's take-off rates, will 
overwhelm the capacity of 
the traditional expendable 
rocket makers. 

Telecoms is driving 
growth In pnmmarria) space 
revenues at a compound rate 
of almost 60 per cent, accord- 
ing to SpaceVest, a venture 
capital specialist, which says 
that in 1996 private spending 


in the sector exceeded gov- 
ernment outlays for the first 
time. 

Winning a piece of a mar- 
ket worth about $80bn a year 
is an ambition the adventur- 
ers share. They also have a 
common belief in the viabil- 
ity of old technology. None 
is having ah easy h^p rais- 
ing rei pital- . 

Even so, enough money 
has flowed in to keep their 
projects on schedule. Robert 
Wang, Kistler’s chairman 
and chief fund-raiser, says 
he has reused $306m so- far. 
Investors include Li Ka- 
Sheng, the Hong Kong bil- 
lionaire, and “European Indi- 
viduals and companies", he 
says. 


R otary Rocket drew 
attention, to itself when 
Tram Clancy, the novel- 
ist, invested $6m of his for- 
tune and joined tbe board: 
he was followed by Richard 
Smithies, head of Barclay 
Investment’s dedicated space 
division, who is now work- 
ing to round up serious 
funds towards the $100m 
needed to make an opera- 
tional vehicle. Kelly Space 
has private funding to build 


and launch two preliminary 
mini-versions of its craft, 
and plans to raise more with 
bonds. . 

Most conventional technol- 
ogy Is based on the ballistic 
'inissile and other systems 
developed “in haste” during 
the cold war, says Mike 
KeUy of Kelly Space. The 
booster rocket provided a 
relatively simple big-hang 
launch mechanism, and 
- other evolving techniques 
were put aside. “We are 
rocket men. We don't like 
wings," he says, recafllhg 
the philosophy during his 
time at defence contractor 
TRW. 

Geoffrey Hughes, Rotary 
Rocket's business develop- 
ment chie£ tells bow a hov- 
er-landing system similar to' 
the Roton's was tested on 
the Apollo capsule before 
being shelved because the 
Space race demanded speed, 
mid parachutes were already 
available. 

Tbe result is a mcajoUtMc 
Industry structure supported 
by tbe 25.000-employee 
bureaucracy of Nasa and 
government money. 

"We got stuck with the 
vertical launch because of 


the cold war," says Mr Kelly. 
In the past, industries such 
as wi gincming and vehicle 
manufacture turned their 
hand to military tasks when 
war threatened or came, and 
later returned to their usual 
business. “The space indus- 
try was bom in a wartime 
environment, . never knew 
anything else, and had noth- 
ing fogy back to." . 

- Yet even as -he $nd his 
counterparts look tp.the past 
to find their way forward, 
they must wrestle with other 
entrenched ideas about 
Space which, they say, give 
invedaSs a distorted notion 
of technological obsta- 
cles^ arjcl the comnuaxial «nd 
hmrutfi risks involved in a 
industry which is more then 
40 years old. 

“We want to demystify the 
industry, and the concept of 
astronauts as national trea- 
sures,' 1 says Mr. Gallo. “No- 
one timilcfl of divers in that 
way, even though they weak 

III an Pri .in hiiiw. 1 1 far mnr ff 

hostile than space. 

“Everyone watches and 
cheers when the shuttle goes 
up, but no-one claps at the 
airport when an airplane 
falraia off " 


Unocal to pay $44m in pollution deal 


By Christopher Parkes 
In Los Angeles 


Unocal a leading Californian 
oil producer, is to pay penal- 
ties of $44m in part-settle- 
ment of one of the most 
extensive and most expen- 
sive oil pollution incidents 
in the state’s history. 

The company, which 
recently undertook to pay 
Siam to dig up and rebuild 
the centre of Avila Beach, a 
central coast seaside resort 
town affected by 40 years of 
leaked oil and chemicals, 
will also pay on undeter- 
mined amount to restore and 


rehabilitate land and water 
resources in the nearby 
Guadelupe oil field. 

Environmentalists claim 
the total could exceed $20003. 
although . Unocal has not 
published Its estimates and 
said it was premature to 
speculate on the ultimate 
cost of a project which 
would last well into the next 
century. 

This week's agreed settle- 
ment. which has still to be 
approved by a court, fol- 
lowed six years of investiga- 
tions and legal wrangling 
which began after an infor- 
mant told state authorities 


of pipeline leaks which were 
believed to have been releas- 
ing millions of gallons of pol- 
lutants underground since 
the 1950s. 

Production at the Guade- 
lupe field ceased In 1934, 
when the tank farm and 
pipelines responsible for the 
pollution of the Avila Beach 
resort were closed. 

Unocal said it had received- 
insurance settlements from 
unrelated claims which 
would be put towards the 
cost of the dean-up and 
added to existing damage 
reserves. 

Dan Lungren, state attor- 


ney-general said the settle- 
ment was “possibly the larg- 
est” in stale history. Mr Lon- 
gren. Republican, candidate 
for the state governorship, 
added that he intended to 
hold Unocal to its practises 
to T P Tnm rp the hazards. . 

The previous record pen- 
alty was the $40m agreed 
payment by the Southern 
Pacific railroad after a train- 
load of pesticides was sailed 
into the Sacramento River in 
199L .. . • 

Restoring: the Avila Beach, 
resort, which includes 
demolishing much of the 
centre and digging tip and 


replacing polluted subsoil is 
expected to take two years to 
complete.' 

However, restoration work 
on the Guadalupe ofl field is 
expected to take for longer 
as engineers work to exca- 
vate the worst-damaged 
areas and- a tt em p t to nirem 
up others by injecting “oil- 
eating" bacteria into the 
grotmd- 

According to some esti- 
mates, between 8m and 20m 
gallons of oil and dfhxent - 
Injected into ttarbeavy crude . 
to ease Hk extraction - 
escaped from leaks first dis- 
covered in 1989. ' - * 




NEWS DIGEST 


GENERAL ACCOUNTING OFFICE REPORT 


have signed up to tbe idea erf 
-tax cuts. 

The types of tax cuts 

Under wnajitomHnn innl nrift 

capital gains tax reductions, 
the eliminati on of the 
socalled “marriage penalty", 
whereby, a married couple 
who both work jpay mere in 
tax than would an unmarr- 
ied couple, and more tax 
credits for various expendi- 
tures. There is also wide- 
spread Republican interest 

in a more sweeping tax cut 
that could be part of the 
introduction of a flat tax cm 
all incomes, rather than a 
graduated, system. 

Mr Rubin said yesterday 
such plaits would do nothing 
to address the . long-term, 
problem of chronic under- 
savfogin the US. 


IMF ‘would have $75bn 
after Russian bailout’ 


Tba&rwal Accounting Office, the in-eaB^ n guncy d l th* 
US Congress, is today expected to say that the. International 
Monetary Fund would have $75bn m tending capacity even 
after disbursing 522bn for its Russian befajt 

m GAO vw» asked by Senator Jaw SaxoaHe^bft^ 

chairman of the joint economic committee, to audit the IMF. 
Mr Saxon, a critic of the IMF. has been pushing the Fund-to 
release more hformatRsn about Its economic state and lend- 
ing programmes. ■■'*''• ' ; 

Congressional ^Republicans are so divided over President 
0111 CDntonls request for StQbn for IMF funding Vjmtiie par- 
ty’s leadership -has decided to put the matter on hold unffl 
September. The administration wants the money In case fur- 
ther assistance Is needed to prevent the Asian economic ou- 
sts from spreaefrig. ' . ... . 

Hn a couple of months we vrtl have a better undem anding 
about the severity of the crisis In Asia." said Congresanan 
Bob Livingston, chairman of the appropriations committee, . 

Under pressure from business. Newt Gingrich. House 
speaker, has fried to push the IMF bO through the House. But 
he has been hindered by hfs chief Beutenant, Dick Armey, the 
majority leader, who seems willing to give $3-4bn for a new 
emergency fund, but Kttie more. Nancy Dunns, Washington 


PARTS PLANT STRIKES 


GM and unions in arbitration 


Lawyers from General Motors, foe largest US car and truck 
maker, and the United Auto Workers union yesterday 
appeared at arbitration hearings to determine the legality of 
two strikes at spare parts plants in Michigan. The strikes have 
crippled GM’s North American production. 

GM contehds that they centre on nattonal issues, such as 

investment plans, and are therefore In breach of the UAW-GM 
agreement which permits strike action only aver narrower , 
local issues, such as health and Safety conditions. If the inde- 
pendent arbitrator - a CaHfomia-based attorney - was to find 
in GM’s favour, the carmaker could obtain a "back to work" 
order oxl seek damages against the union. 

However, the union maintains it Is confident of winning the 
legal tussle, and many legal experts agree ft probably has a 
good case. NDdd Taft, Chicago 


CANADA BUSINESS CONFIDENCE 


More investment planned 


Canadian businesses continued to show confidence In pros- 
pects for economic growth, and plan to boost Investment 
sharply this year.Total business and gover nm ent investment in 
plant and equipment Is expected to grow by 8.6 per cent in 
1998 to CS125.4bn (US$85 _3bn), according to the latest sur- 
vey of investment intentions. Thi$ isC$2bn higher than Febru- 
ary's survey intentions, and marksThe fifth consecutive year 
of 9o8d gains. But the increase will be less than last year's 
record 12 per cent surge trv investment 

Manufacturing capital Investment is expected to grow by 
Q2 per cent, led by chemicals, electronics, electrical uUBtles, 
pipelines and frensportation. DecQnes are forecast in the oil 
and natural gas industries, prfrnary metals, paper and trans- 
portation equipment 

Despite another strong increase, manufacturing Investment 
this yew wifl barely recover to Its 1 989 level, which was fol- 
lowed by a deep recession. Edward Alden, Toronto 


ELECTRICITY privatisation 


Colombia power sale today 


The second big sale of Coiombfa's electricity distribution 
companies takes place today as part of the government's 
electricity privatisation programme. Some 19 irrterriat k xial and 
domestic companies are bidding for a 65 per cent stake in 
the two distribution aims of Corsica, which suppSes electricity 
to 1m custonriere on foe Atlantic coast 
The two distribution companies supply 15 per cent of Col- 
ombia's electricity demand. Next week President Ernesto 
Sampsr> admirtistratipn wiH sefl Corsica's generation and 
transmission outfits. The companies’ total value is unclear but 
-analysts estimate it at SSOOm^l bn. • - 

Corsica's tfstribution inefficiencies are notorious. Estimates 
suggest that toe distribution companies receive Income only 
equivalent to half the amount of electricity they supply. But ‘ 
experts say the problems should provide investors with signify 
leant opportunities. Adam Thomson, Bogota - 


Mahuad names economic team 


Ecuador’s President-elect JamB Mahuad yesterday announced 
that Rdei JaramUto, a former heed of the country's central 
bank, would be finance rnmister when the new government . 
took office on August 1ft. He also confirmed that Patricio 
Wbadeneira, a cfvB engineer and former president of tbe state 
ofl company, would be energy minister. He named Hector Pla- 
zas, a business leader from the port of Guayaquil as. industry 
minister. - •* 

The appointments were annovaiqed shortly after Jeffrey 
Sachs, Hie Harvard econom i st best known tor his work advls- 
ihg Latfri American governments, met the new economic 
team. “We have asked for his help and advice in the analysis 
of. the government programme," said Mr Mahuad. 

.“We .have reviewed the economic situation, which is serious 
and difficult,' said Mr Sachs, director of the Development 
. Institute of Harvard Universfly, where Mr Mahuad graduated. 

Mr Sachs recommended toe government should address 
thy critical Issues of the budget and reconstruction of parts of 
the country devastated by toe B Nlfta weather phenomenon. 
The government wfU Inherit a fiscal deficit of 5.6 per cent of 
GDP; and a Nirio has caused more than S2bn of damage to 
- Ectskfor’s coastal region. Justine Newsome, Quito 


FIRST US ASTRONAUT 


Alan Shepard dies at 74 


Alan Shepard (left), toe first 
American In space, died on 
Tuesday fright aged 74. Mr 
Shepard launched toe US 
manned space programme' 
when he became the first US 
astronaut in space on the - 
Freedom 7 in 1961. The flight 
lasted just 15 minutes', but 
earned hxn a place In history.. 

Bom In New Hampshire.- he 
was a star Navy pilot before 
Nasa chose him as one' of its 
wlginal seven astronauts. For 
years Americans knew the 
f»rnesofaIl8even by heart . 
. . Because of an inner ear 
disorder, Shepard was earth-! 
bound for tire rest of the ... 
1960s. NASA appointed him 
Chief of Astronauts, and he- - 
was responsible for training recruits. After sum ay he 
retamed to space to become. In 1971, the fifth man to wafc 
on toe moon. Actoria Griffith, Boston 
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ASIA-PACIFIC 


US, Pakistan tight-lipped 
over nuclear treaty talks 


By Fartan SoKb^t bi teiamabad 

US and Pakistani officials 
were tight-lipped last night 
as Strobe Talbott US deputy 
secretary of state, ended his 
official - meetings on a mis- 
sion to nudge Pakistan Into 
signing the Comprehensive 
Test Ban Treaty (CTBT). 

Mr Talbott is doe to leave 
Islamabad for Washington 
today after visiting both 
India gnd Pakistan to con- 
vince the world’s newest 
nuclear powers to accept 
International safeguards. 

He was quoted last night 
as saying the US wanted to 
work with Pakistan for 
peace and stability in the 
region. Privately diplomats 


and senin 1 government offi- 
cials in Islamabad said the 
talks must have covered the 
extent to which Pakistan 
wou ld b enefit from signing 
the CTBT. 

On Tuesday officials in 
Washington said the US 
would abstain from a vote 
on International Monetary 
Fund assistance to Pakistan, 
crucially needed to sustain 
its fragile economy and 
stave off a debt crisis. Paki- 
stani officials have said the 
country is dose to default cm 
its 842bn foreign debt, which 
they said was the result of 
uncertainty caused by west- 
ern economic sanctions led 
by the US. 

In recent weeks equity 


prices on the Karachi stock 
exchange have plummeted, 
faffing in some cases by as 
much as 50 per cent com- 
pared with six months 
ago. 

One diplomat said that Mr 
Talbott's initiative was prob- 
ably linked to “demonstrat- 
ing to Pakistan that signing 
the CTBT would help to not 
only stave off the debt crisis 
but add a lot more to its 
economy”. 

However, a senior govern- 
ment official said “the incen- 
tives linked to the CTBT are 
meaningless unless they are 
backed by security guaran- 
tees". He was repeating the 
official view that unless 
Pakistan’s conventional 


defence is bolstered to face 
the much larger force of 
neighbouring India, it can- 
not afford to give up its 
nuclear option. 

On IMF lending, officials 
said the government would 
have to seek a larger pack- 
age than the agreed £i-6bn 
over three years, put in 
place in November. . 

Pakistan is due to receive 
just over S50Qm in the next 
12 months. 

However, one official said 
the gap for external 
resources had widened to 
$l.5bD-$2bD. which required 
a combined effort by the 
Fund and other multilaterals 
lo step up their funding in 
the short term. 


Missiles are ‘fully operational’ 


By Simon Henderson 


Pakistan’s deterrent force, 
based on the Ghanri missOe 
tipped with a nuclear war- 
head and with a range of 
1.500km, is “fully opera- 
tional”, according to the 
architect of the country's 
nuclear weapons pro- 

gfSDUDG. 

In an Interview in Islama- 
bad. Abdul Qader Khan said 
no more nuclear tests were 
needed and there were no 
technical and scientific rea- 
sons why Pakistan could not 
sign the Co mpreh ensive Test 
Ban Treaty (CTBT). 

The missile was test-fired 
in April and is now in full 
production at a specially 
built plant at Kahnta, near 
Islamabad, according to Mr 

Tflipn. 


Pakistan’s nuclear tests in 
May. conducted two weeks 
after India tested five atomic 
bombs, led to US sanctions 
on New Delhi and Islama- 
bad. Strobe Talbott, US dep- 
uty secretary of state, was in 
Pakistan for talks yesterday. 

Some western experts are 
sceptical about the success 
of both countries’ tests, since 
seismological evidence 
suggested smaller explosions 
than claimed- However, they 
have concluded the tests 
probably did advance both 
countries towards being able 
to place nuclear warheads 
on missiles. 

Mr Khan reiterated the 
official. Pakistani position 
that five bombs were tested 
on May 2S and another on 
May 30. He showed, a video 
of the first explosion, in a 


tunnel under a mountain in 
the western province of 

Rgl nphigfnn 

In footage of the May 30 
blast, conducted in an 
L-shaped shaft under the 
desert 100km away, the des- 
ert floor could be seen heav- 
ing by several metres. 

Mr Khan said the first 
bomb was the size of a khor- 
busa (Urdu for watermelon), 
indicating with his hands it 
was about 2Vi feet across, 
and had an explosive power 
equivalent to 35 kdotons of 
high explosive. The May 30 
bomb, “suitable for being 
carried by either aircraft or 
missiles”, was smaller, about 
8 kllotons. 

A separate video, of a 
ground test and the sole 
flight test erf the Ghanri mis , 
sile, included specifications 


showing it was about 16m 
long and 1.25m in diameter. 
Hie empty warhead landed 
600m from its target. 

Mr Khan described as 
"sheer propaganda” reports 
that Pakistan had obtained 
help in bomb design from 
China and missile technol- 
ogy from North Korea. 
“Pakistan would definitely 
not be a party to the spread 
of nuclear weapons.” 

Pakistan also claims to be 
developing a 600km range 
missile, the Shaheen. 
Although Mr Khan said tests 
had not been conducted so 
far, other officials said a 
planned firing 15 minutes 
before the Ghauri’s April 
test was a failure. 

Simon Henderson is editor of 
the FT Middle East Energy 
newsletter. 
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Japanese trade surplus 
continues relentless rise 

Japan’s politically sensitive trade surplus rose in June by 27 
per cent, year on year, the 15th successive monthly increase. 

For the first six months the surplus efimbed 66 per cent 
from the same period a year earlier, to Y6,570bn ($47bn). The 
contentious surplus with the US rose 37.7 per cent to 
Y3,070bn in the first six months. In June it jumped 48.6-per 
cenL 

Analysts expect the rise In die surplus with the US to mod- 
erate In the medium term as US demand weakens. However, 
they said Washington was likely to persist with demands that 
the new Japanese prime minister, who will emerge tomorrow, 
acts to boost domestic demand and cut the surplus. Although 
June's overall trade figures were below expectations, the sur- 
plus would continue to rise as long as the troubled domestic 
economy lacked an appetite tor imports, they said. 

Japanese exports to Asia remained a casualty of the 
regional crisis, with exports faffing 15 per cent in yen terms In 
the first half, compared with a year ecrUer. However, this was 
the smallest decline In three months and prompted one econ- 
omists to suggest there were "signs of bottoming out". The 
surplus with European Union countries continued to rise, clim- 
bing 89.7 per cent in the first half. 

Tomoko Fujii at Salomon Smith Barney said the fall in 
exports to Asia was evidence of how little Japan was ckxrig to 
revive the regional economies. The smaller than expected 
overall surplus reflected the deterioration of the yen, which 
Increased Import prices, she said. Khozem Merchant, Tokyo 


TELSTRA SELL-OFF 


Canberra bows to pressure 

The Australian government has said ft will sefl no more than 
49 per cent of Telstra, the telecoms group, until an indepen- 
dent Inquiry proves that the company's services to the com- 
munity are adequate. Bowing to community pressure from 
voters In regional areas as well as politicians in its own ranks, 
the ruling Liberal-National party coalition announced yester- 
day it would only seek to sell a farther 1 6 per cent of Telstra 
- which would leave it with a majority 51 per cent stake. 

Earlier this month the Senate blocked legislation which 
would have allowed the sale of the remaining two-thirds of 
Telstra for about A$50bn {US$31 bn). Russell Baker, Sydney 

FOREIGN EXCHANGE 

Chinese reserves fall 

China's foreign exchange reserves fell last month despite a 
continued rise in tire trade surplus, suggesting companies are 
holding on to hard currency earnings as a hedge against a 
possible devaluation. Foreign exchange reserves stood at 
about US$1 40. 5 bn at the £ ’ of June, compared with 
US$140.9bn a month earlier, according to officials. Although 
China’s reserves are the world’s second largest, their rapid 
growth has stowed sharply this year. 

With the trade surplus in the first five months of this year 
reaching almost US$20bn, economists In Hong Kortg said the 

stagnation in foreign exchange hokflngs suggeaed tradtng 
companies were retaining foreign currencies rather than sell- 
ing funds to banks. Such moves suggest mcreaMd concam 
that China wfll be forced to devalue ,n ,^ 

financial crises, despite government pledges that me sarjuity 
of the renminbi will be maintained. _ 

The growth of reserves is sxpect^to r ^rtie ^ traefing 
companies in China reach their quotas for permitted hard cur- 
rency hokfings. John Ridding, Hong Kong 



Hubert Ndss, IMF dkectar, arriving in Indonesia yesterday. He said 
another $1 bn of IMF credits would be (fisbunted next month 
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track for debt 
rescheduling 
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Gin and jar Kartasasmita, 
Indonesia's minister for 
economy, finance and trade, 
yesterday said Indonesia had 
gained Initial approval from 
donors to reschedule $135bn 
in sovereign debt prindpaL 

The World Bank, Asian 
Development Bank and 
Japan offered tbe country 
$lbn each in new loans 
rather than debt roD -overs, 
while Australia and China 
offered $300m each and the 
IME added $1.35bn to its 
credit Mne. bringing its con- 
tribution to Sllbn. 

Together the rescheduling 
and new loans should close 
an expected £L2bn hole in 
the budget when they were 
approved at a donor meet- 
ings at the end of this 
month. Indonesian officials 
and diplomats said. 

Tbe gover n ment of Presi- 
dent B.J. Habibie has also 
welcomed loan disburse- 
ments by the IMF. World 
Bank and Asian Develop- 
ment Bank, offers of techni- 
cal assistance, trade credits 
and a flurry of fbod dona- 
tions and loans. Hubert 
Neiss, IMF Asia-Pacific direc- 
tor who arrived for a 
monthly review yesterday, 
said another $lbn of IMF 
credits would be disbursed 
npyf month. 

At least as important for 
Indonesia's economy are 
indications that foreign 
investors are showing inter- 
est in buying stakes in 
Indonesia's state companies 
and banks. The minister for 
state enterprises, Tanri 
Abeng, confirmed reports 
yesterday that five foreign 
companies bad shown Inter- 
est in a government stake in 
Aneka Tambang, the mining 
company that went public 
last year. . 

- Mr Tanri has received a 
bid, by Cemex of Mexico, for 
a. government stake in 
Semen Gresik. and is expec- 
ted to receive at least one 
counter bid for the cement 
producer before the deal is 


finalised in eariy August 

Farid Harlan to, deputy 
director of the Indonesian 
Bank Restructuring Agency, 
said yesterday that foreign 
and domestic investors were 
looking seriously at some of 
the 54 troubled banks taken 
over by the agency. 

“Surprisingly, the interest 
is still there,” he said. 

Mr Farid admits his 
agency has done little to 
make these banks attractive 
to investors in its first six 
months of operation. He said 
the agency lacked the legal 
power to dispose of bank 
assets and liabilities and had 
failed to do much until Mr 
Habibie took office in May. 

Mr Farid said his agency 
gained momentum this 
month, drafting laws and 
changing focus by offering 
help to sick banks and to 
relatively healthy banks at 
risk of illiquidity. But he 
would not name the number 
of banks formally under the 
agency, effectively acknowl- 
edging' it did not control the 
banks it took over. 

Judging by tbe outstand- 
ing central bank loans to the 
banks, which rose to 
Rp 138,991 bn ($10.3bn) last 
week, the agency has made 
no headway in persuading 
owners to pay their dues and 
rescue their banks. This sum 
eq qals more thaw half this 
year’s budget, and more pub- 
lic funds will be needed to 
recapitalise banks and pay 
out deposits of any bank 
that is closed down. 

The agency has also 
missed a deadline, agreed 
with the IMF, for presenting 
a rescue plan for the first six 
b anks it had audited. Several 
other reform pledges made 
by Mr Habibie’s government, 
such as presenting a short- 
ened list of industry sectors 
closed off to foreign inves- 
tors, are overdue as well. 

“The government Is mare 
preoccupied with politics 
than economics,” said Sri 
Mnlyani indrawati, a promi- 
nent economist “They just 
want to be popular." 


Hainan bank closure sounds warning bell 

James Kynge on a 

provincial crisis with 
worrying portents 
for the Chinese 
financial system 

C hina's southern Hainan 
province, touted in the 
early 1990s as having 
the economic potential of 
Taiwan, is in the throes of a 
flnanria 1 crisis, bankers and 
nffiriah on fhA Marwi say. 

Confidence has been 
shaken by the closure last 
month of the Hainan Devel- 
opment Bank (HDBJ, the 
main banker to the provin- 
cial government, and many 
non-bank financial institu- 
tions on the island are suf- 
fering sustained runs on 
deposits. Some may collapse 
and several are likely to be 
closed. 

Analysts say the bucca- 
neering island of Hainan, 
almost a byword for lawless 
excess, cannot be seen as 
representative of China's 
financial health, but it nev- 
ertheless serves as a warn- 
ing of how crises among 
grassroots institutions can 
shake the country's larger 
financial architecture. 



Hainan harbour: Bankers and offic ia l say the province Is in the throes of a financial crisis 


Cortc 


“Hainan’s. . . experience 
will test the confidence of 
depositors," says Dong Tao, 
economist at Credit Suisse 
First Boston in Hong Kong. 

The causes of the crisis 
can be traced to wildly unre- 
alistic expectations aroused 
by official statements in the 
late 1S8QS that the island off 
China's south-west coast 
could become a free trade 
zone and financial centre. 
Gross domestic product in 
1992 grew by 402 per cent 
before falling back to 43 per 
cent in 1995 as a spectacular 
property bubble burst 

More than 30 credit co-op- 
eratives that mushroomed 
across the island had to offer 
progressively higher - and 
illegal - deposit rates (up to 
three times those of state 
banks) to attract sufficient 
funds to compensate for 
dwindling returns from real 
estate investments. 

Tbe game was up early 
this year when the head of 
one credit co-operative disap- 
peared with his depositors' 
money. 

Runs on other oo-opera- 
tives forced the authorities 


to take action but, instead of 
closing the co-operatives, 
they ordered HDB to assume 
their liabilities. The burden 
was heavy; about half Hain- 
an's total deposits, or 
RMB33bn ($4bn). had been 
put into the co-operatives 
but more than 60 per cent of 
the funds could not be 
traced, bankers and officials 
in tbe province say. 

The burden added to 
already high levels of non- 
performing assets in HDB 
and forced the bank to dose. 
One of China's “big four" 
state banks, industrial and 
Commercial Banking Corp, 
has been instructed to pay 
HDB creditors - compound- 
ing the problems of a bank 
already knee deep in non- 
performing assets. 

The fall-out from the HDB 
episode is spreading. Execu- 
tives in several or about 20 
trust and investment compa- 
nies on the island say depos- 
itors have been steadily 
withdrawing money since 
HDB's closure. “We have 
been seriously affected by 
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the fall of the Hainan Devel- 
opment Bonk. Our deposi- 
tors are afraid." says an 
executive at Hainan Interna- 
tional Trust and Investment 
Corp. 

Local bankers say several 
international trust and 
investment companies 
OTlCs). which issue debt in 
overseas markets, may 
default on payments to for- 
eign creditors unless the 
government - or other 
banks - steps in to assist 
them. An executive at 
Hainan Saige International 
Trust and Investment Corp 
says they have been banned 
from offering high interest 
rate deposits but will still do 
so under a “private arrange- 
ment''. 

Reports from Hong Kong 
say Guangdong Overseas 
Chinese Trust and Invest- 
ment Corp, an ITIC based in 
southern Guangdong prov- 
ince. missed payment this 
month of a USSl-tm principal 
to 16 creditor banks. Its rep- 
resentatives were reported 
as saying tbe payment could 
not be made because of tech- 
nical difficulties. 

There are 244 ITICs 
throughout the country, says 
an official with tbe People's 
Bank of China, the central 
bank. Although some, such 
as C hina international Trust 
and Investment Corp, are 
believed to be well run. 
bankers say the general 
health of this tier in the 
financial superstructure is 
questionable. 

Many smaller, provincial 
ITICs engage in much the 
same type of business as 
hundreds, perhaps thou- 
sands. of credit cooperatives 


across China. They offer 
high deposit rates and invest 
the proceeds in property or 
infrastructure ventures, 
assuming a rate of return 
based roughly on China's 
rapid growth over the last 
five years. 

But China's ? per cent 
expansion in the first half of 
the year is far from uniform 
across the country; some 
provinces such as Gansu, 
Ningxia. Heilongjiang, 
Shanxi, Jilin. Liaoning and 
Henan are experiencing 
much luwer growth rail's. 

Clean up operations have 
started in some regions. Offi- 
cials in Jilin province in the 
north-east say it will take 
three years to resolve the 
bad debt problems of local 
credit co-operatives. In Bei- 
jing officials have indicated 
the axe may be about to [all 
on several ITICs. 

But if the Hainan model is 
applied to future financial 
failures, then it is China's 22 
banks - and ultimately the 
big four - which will have to 
foot the bill. The strain of 
this could further slow key 
reforms in the state banking 
sector and impair banks' 
ability to lend to the real 
economy. Problem loans 
already account for about 20 
per cent of the big four's 
assets. 

“This is why Zhu Rongji 
[Chinese premier] wants 8 
per cent growth this year. If 
there is a big slowdown, 
there could be a financial 
crisis," says Jiang Jian. a 
manager at the Fudao 
Investment Fund in Hainan. 
“It is like keeping a river in 
flood so that you cannot see 
the rocks below.” 
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Trade Finance 


To succeed in business 
be first be daring, 
be different 
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We specialise in loans to medium size 
expanding Turkish companies for 
export-import finance.’ J 

u Success is a journey, not a destination. 

We measure our success by the quality of our 

customer relations. ” 

u We can also measure our success through 
the quality of our Correspondent Banking 


relationships. 
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KENTBANK - a member of the Suzer Group 

The Suzer Group is one of Turkey's largest 
conglomerates, with multi-sector interests. 

For further information on: 

Kentbank; Kent Securities; Kent Leasing; Kent Factoring 
Please contact; 

INTERNATIONAL DIVISION 
Tevfik Erdonmez Sok, No: 18 Esentepe 80280 ISTANBUL 
Tel: 90-212-2743091 /Fax: 90-212-2889142 
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WORLD TRADE 




Eurofighter tempts Norway 
in bid to win key contract 


NEWSTDIGEST 


By Alexander Mead to Munich 


Norway been offered a 
partnership in the inter- 
governmental baying agency 
handling the procurement of 
the Eurofighter if it agrees 
to buy the aircraft in prefer- 
ence to the US P-16. 

Brian Phillipson, manag- 
ing director of the Munich- 
based Eurofighter consor- 
tium of companies building 
the aircraft, said member- 
ship of Netma (Nato Euro- 

Eghter and Tornado Manage- 
ment Agency; would ensure 
Norway was viewed as a full 
partner, receiving upgrades 
of Eurofighter's software 
and access to other improve- 
ments. 

"What’s being offered is 
full membership of that 
club," Mr Phillipson said. 
Britain, Germany. Italy and 
Spain, the four partners 
planning to buy the aircraft, 
are keen for tt to win export 
orders. 


Norway is a key test of 
Eurofighter’s export poten- 
tial, as Norway's needs put 
the Eurofighter in a head-to- 
head battle with the Lock- 
heed Martin F-16, of which 
the Norwegian air force 
already has 58 in service. 

It emerged yesterday, how- 
ever, that Oslo will have 
funds in its budget to buy 
only 20 to 80 aircraft instead 
of the 40 it had planned. A 
Norwegian official said he 
doubted the government 

would decide between the 
competitors next year as tt 
bad intended. He did not 
know when a decision would 
be made. 

Mr Phillipson said; “Tech- 
nically, Eurofighter is very 
well positioned. But it will 
not be easy for the Norweg- 
ians not to buy American." 
There was confusion about 
exactly what version of F-16 
was being offered by Lock- 
heed, he said. 

He played down the signif- 


icance of the F-16's recent 
winning of a contest in the 
United Arab Emirates, say- 
ing Eurofighter's schedule 
would not have allowed it to 
produce aircraft in the time- 
frame which the UAE 
wanted. 

The consortium partners - 
British Aerospace, Daimler- 
Benz Aerospace of Germany, 
Aienia of Italy and Casa of 
Spain - am tooling factories 
to build 620 aircraft. The 
first will be delivered in 
2002. 

Eurofighter is aiming to 
win at least half the export 
market for fighters, which it 
estimates at 800 aircraft 
between 2005 and 2025, with 
a value of $70bn, excluding 
those bought by its four 
partner nations and the US, 
Russia and China. 

Mr Phillipson said that 
apart from Norway, the most 
immediate targets were Aus- 
tralia. which may require up 
to 80 aircraft to replace its 


F-lll fleet, and Greece, 
which wants 3060 aircraft in 
the shorter term and more 
later. 

Eurofighter has organised 
its marketing efforts so th at 
one of its member companies 
takes the lead in selling to 
each country. 

Dasa is the lead for Bel- 
gium. Czech Republic, Den- 
mark, Cfreece, Hungary, the 
Netherlands, Norway- and 
Poland. BAe is targeting 
Australia, Bahrain, Panama 

Kuwait, Malaysia, Saudi 
Arabia, Singapore, and the 
UAE. Ai enia handles Brazil, 
the Philippines and South 
Africa, and Casa is the lead 
far Chile, South Korea. Thai- 
land and Turkey. 

Mr Phillipson emphasised, 
however, that many at these 
were longer-term possibili- 
ties and Euro fighter was 
aiming to build an export 
customer base over the next 
quarter century rather than 
seeking to make quick sales. 



INVESTMENT W VIETNAM 


UK oil group winds down 
after drilling disappoints 


lb® EmuTiyhter under development The European consortium's 
akcraft b in head-to-head battle wfth the Lockheed Martin F-16 


Risks of EU link with 


Mercosur ‘exaggerated’ 


Pipeline cost dispute may 
hit Azeri oil development 


US DUMPING DECISION 


Wire rod exporters found guilty 


By Hefl Buckley in Brussels 


Claims that a free trade pact 
between the European Union 
and Gve south American 
countries could seriously 
damage European agricul- 
ture were yesterday dis- 
missed as scaremangering 
by the ElTs chief of Latin 
American relations. 

The spirited defence of the 
plans by Manuel Marin , EU 
commissioner responsible 
for the region, came as the 
20 European commissioners 
approved a negotiating man- 
date for the proposed deal 
with Mercosur, the Latin 
American trade pact. The 
plan received majority sup- 
port after a heated 2% hour 
discussion. 

An EU agreement with the 
Mercosur countries of Brazil, 
Argentina, Paraguay and 
Uruguay, plus Chile, a Mter- 
cosur associate, would create 
the world's largest free trade 
area. 


Despite clearing the Com- 
mission, the negotiating 
framework will face great 
difficulty getting the neces- 
sary unanim ous approval 
from EU trade ministers. 
France has already circu- 
lated a paper warning that a 
deal would have “major 
risks in the agricultural sec- 
tor". 

An internal Commission 
report warned that the EU 
would have to pay up to 
J15bn a year to compensate 
fanners for the effects of 
opening the SU market to 
cheap Latin American 
imports. Mr Marin insisted 
the impact had been exag- 
gerated. 

“Over the last two weeks 
people have been waxing 
dramatic and sounding notes 
of alarm which are really 
not justified." he said. 

Mr Marin said the negotia- 
ting mandate excluded the 
most sensitive agricultural 
sectors - cereals, beef and 


sugar. But it would still 
meet World Trade Organisa- 
tion rules by covering 90 per 
cent of trade between the 
two sides. 

Conceding that negotia- 
tions would be long, Mr 
Marin said any deal would 
not take effect unto the next 
century and so would not 
encroach on the BO'S 
Agenda 2000 programme of 
agricultural reform. 

Four commissioners - 
Franz Pischler, the Brussels 
agriculture chief, French 
commissioners Edith Cres- 
son and Yves-Thibault de 
Sllguy, and Padraig Flynn of 
Ireland - signed a declara- 
tion opposing the mandate. 

They said the Commission 
had more urgent priorities 
and warned of the possible 
impact of the deal on the 
EC’s traditional partners - 
in eastern Europe, the Medi- 
terranean, and the 70 Afri- 
can, Caribbean and Pacific 
countries. 


By Cariotta Gall in Baku and 
Robert Corzkie hi London 


Azerbaijan win refuse to pay 
for cost overruns on the 
refurbishment of the oil 
export pipeline linking Baku 
with the Georgian Black Sea 
port of Supsa. 

President Heydar Aliyev, 
who is on an official visit to 
the UK, said yesterday the 
Azerbaijan International 
Operating Company (AIOC) 
- the first Mg international 
oil consortium in the coun- 
try - would have to come up 
with additional financing. 

A failure to resolve the 
argument over the western 
pipeline could delay the 
main development phase at 
AIOC’s Caspian Sea oilfields 
and unde rmine investor con- 
fidence In Azerbaijan, say 
industry executives. 

Contractors involved in 
the $2bn-$Sbn Phase One 
development plan of the 
Chirag field are already dis- 


missing staff because of a 
slowdown in the pace of 
development Brown & Root, 
the UK engineering group, 
recently reassigned 30 of the 
200 engineers working on 
the project in London 
because of the slowdown. 

Companies tendering for 
Phase One contracts have 
been told not to expect work 
before January. "We have 
been told to expect a letter of 
intent maybe around 
November-ish," said one 
company official in Baku. 

The argument centres on 
the spiralling costs of the 
pipeline The original budget 
was $3l5m, but the. poor 
state of line lifted the total 
cost to 3590m. Under AIOC’s 
production-sharing contra c t^ 
it can recoup the foil cost of 
the id ppifnw development 

Azerbaijan, however, 
believes AIOC should have 
done better feasibility 
studies. There Is some valid 
truth in that.” admits a 


senior AIOC .executive. The 
wrangle over , how to cover 
the cost difference has ted 
the government tb threaten 
AIOC with arbitration, 
which could take between 
one and five years, damag- 
ing investor confidence. 

An alternative to. arbitra- 
tion would be to open the 
pipeline to third party use, 
the fee6 for which would 
then be set off against the 
3275m overspend. AIOC has 
begun talks with oil compa- 
nies working in other Cas- 
pian countries, such as 
Chevron and Mobil, who are 
seeking ways to export crude 
to western markets from 
respective projects in Kaz- 
akhstan and Turkmenistan.' 

Cost overruns and delays 
in developing Azerbaijan’s 
offshore oil have become a 
growing concent to the gov- 
ernment. It should see a big 
increase in oil revenues after 
2003, but the next five years 
could be difficult. ’ 


Companies from Japan, Germany. TaJwan and four other 
countries have been found guilty of dumping stainless steel 
wire rod in toe US market at prices, between 3 and 34 per 
cant below fair market value; 

The Commerce Department decision was announced by 
WtiBam Daley, the department secretary, who rarely makes 
such appearances for dumptogeeses. He said the decision 
was based “strictly on facts". 

The case now goes before three commbslonefs at the 
International Trade Comm tester. Two of foe three are consid- 
ered Steely to find that US companies have been injured. Once 
an infury finding is made, dumping duties are Imposed. Other 
companies found gtelty of dumping are from South Korea, 

Italy, Spain, and Sweden. Three Japanese companies - Daido 
Steel, Sanyo Special Steel and Sumitomo Electric - will have . 
dumping duties on some. of their products of 34.21 per cent 
Nancy Dunne, Washington 


SUBMARINES CONTRACT 


Turkey sign&Gernian deal 


The Turkish ministry of defence yesterday signed a DM996m 
(3560m) deal to build four submarines in partnership with 
Howattdtswertee Deutsche Werft {HDW)of Germany. 

The 1,400 tonne Preveza class submarines wW.be com- 
pleted between 2003 and 2006. temat Sezgjn, defame minis- 
ter, said HpV/ would manufacture foe' parti, to be assembled 
by Turidsh engineers at the Gokajfc dockyard. The minister 
said the deal Wustratad the importance Turkey attached to 
modernising its navy. Ankara has purchuecLDM6bn of sub- 
marines, frigates .and assault boats from German companies 
since 1 973. Chri s topher de B e tfajgu s, Istanbul 
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SOUTH AFRICA ECONOMY FINANCE MINISTER PROMISES ACTION TO TACKLE HIGH UNEMPLOYMENT RATE 


Manuel seeks to calm rand fears 


UN team 
starts 


NEWS DIGEST 


MIDEAST PEACE NEGOTIATIONS 


By Mi Steya h Johamesbug 


Trevor Manuel, South 
Africa’s finance minister, 
yesterday sought to calm 
fears in the wake of the rand 
crisis that the country would 
renege on its conservative 
policy promises, and vowed 
to deal with problems such 
as high unemployment 

Mr Manuel was addressing 
parliament in a special 
debate on the currency cri- 
sis. The markets gave a 
warm response to his 
speech, with the rand firm- 
ing to R6.25 to the dollar 
afterwards. 

Speculators started target- 
ing the rand in May as senti- 


ment cooled towards emerg- 
ing markets. South Africa 
appeared vulnerable because 
of the low levels of foreign 
exchange reserves available 
to bads the currency. 

The rand has lost about 30 
per cent of its value against 
the dollar this year. The cen- 
tral hank’s intervention to 
protect the currency has 
resulted in an uncovered for- 
eign exchange position of 

$ZL5bn_ 

The rand hit its worst 
level of R6.75 to the dollar on 
July 6 as the markets 
reacted negatively to the 
appointment of 1110 Mbow- 
eni, the labour minister, as 
governor of the Reserve 


Bank when Chris State 
retires in about a year. 

Foreign investors regard 
the South African labour 
market as inflexible and 
bankers were pleased that 
Mr Manuel demonstrated an 
awareness of the problem. 

“We are examining areas 
in which the policy frame- 
work can be strengthened. 
One such area is the labour 
market," the minis ter said. 

The government had 
drawn up job creation pro- 
posals for a jobs summit 
between labour, business 
and government which 
reflected its commitment to 
addressing the unemploy- 
ment problem. 


Joblessness is officially 30 
per cent and there are tears 
of a populist hwririflsh unless 
the figure is brought down. 

Mr Manuel was also 
emphatic that the Reserve 
Bank's independence would 
not be diluted. There have 
been fears of political inter- 
ference in the central bank’s 
activities, especially after 
the announcement of Mr 
Mboweni’s appointment 

The finance minister 
reconfirmed the govern- 
ment’s commitment to strict 
fiscal discip line, something 
which had led to clashes 
with the ruling African 
National Congress’s allies in 
the trade anions and to 


debate within the party 
itself! .. . 

“We accept that we cannot 
forever spend mere than we 
collect in taxes. The more 
money spent on meeting 
interest payments means 
that less is available for 
redistribution and transfor- 
mation." For that reason the 
government had embarked 
on a difficult but necessary 
programme to reduce the 
deficit. 

Mr Manuel failed, how- 
ever, to promise that | 
the budgeted deficit of 
3.5 per cent of gross 
domestic product for the cur- 
rent fiscal year would be j 
met I 


mission 


Israel asks US to help 
break talks deadlock 


By Rnia Khalaf io Algiers 


A high-level United Nations 
delegation arrived hi Algiers 
yesterday on a difficult mis- 
sion aimed at assessing the 
country's six-year c onflic t. 

The panel of eminent per- 
sons, ted by . Mario Soares, 
the fanner Portuguese presi- 
dent, will meet government 
officials, political parties and 
representatives of civil soci- 
ety, and present a report to 
Kofi Annan, UN secretary- 


Iran president 
stays on top 


Netanyahu considers 
action to create jobs 


By David 
Editor 


Bwttoer, Mfocfie East 


Mohammad Khatami, the 
reformist president of Iran, 
appears to lave regained the 
initiative from hardliners in 
parliament, but will today 
learn whether his conserva- 
tive opponents in the judi- 
ciary are prepared to risk 
confrontation by jailing one 
of his most valued allies. 

The Majlis (parliament) 
yesterday endorsed as inte- 
rior minister Abdolvahed 
Mousavi-Lari, formerly Mr 
Khatami's vice-president for 
legal and parliamentary 
aflbirs, although be publicly 
pledged to continue demo- 
cratic reforms which led to 
the Impeachment of his pre- 
decessor, AbdoLlah Noun, 
last month. 

Mr Nouri was critical of 
President Khatami’s drive to 
win control of the Islamic 
Republic's levers of power 
following the reformist cler- 
ic’s landslide election victory 

against the conservative and 
regime-endorsed speaker of 
parliament last year. He 
replaced all provincial gover- 
nors - who control elections 
- and most senior civil ser- 
vants, and in May started to 
legalise political parties, 
burned after the 1979 Islam- 
ist revolution. 


Mr Mousavi-Lari, from the 
left of the Islamist spectrum, 
plans to continue authori- 
sing political parties and 
opposition rallies, and to 
hold municipal elections, 
probably early next year. 

Conservatives have a slim 
majority in the 270-member 
Majlis but would probably 
be swept away tf new parlia- 
mentary elections, scheduled 
for 2000, were held now. 

Yesterday's vote, backing 
the new interior minister by 
177 to 67 with 22 abstentions, 
indicates some doubt the 
wisdom of systematically 
blocking the popular Mr 
Khatami, who opinion polls 
says is supported by 85 per 
cent of Iranians. 

The judiciary, answerable 
only to Ayatollah Ali Kha- 
menei, the Supreme Leader 
under Iran’s theocratic con- 
stitution, is likely to feel less 
constrained today in passing 
sentence cm Gholamhossein 
Rarbaschi, popular mayor of 
Tehran and chief strategist 
of Mr Khatami’s stunning 
election triumph. Mr Kaibas- 
chi is accused of graft in 
what is widely seen as an 
attempt by Mr Khamenei to 
clip the reformists’ wings. 
The mayor faces prison and 
removal from office, hut 
there are signs of a compro- 
mise being worked out. 


By Judy Dempsey fa Jerusalem 


i When Benjamin Netanyahu. 
Israeli prime minister, enters 
the finance ministry today to 
discuss the 1999 budget, he 
j will be seeking answers to 
two questions. When will the 
economy pick up and should 
the government Increase 
spending to create jobs? 

The questions are impor- 
tant because Mr Netanyahu, 
wbose plan to Introduce tax 
reforms and new health 
insurance payments was 
recently defeated by his own 
coalition partners, is in the 
second half of his four-year 
term. "He needs to show his 
supporters an improvement 
in unemployment and eco- 
nomic growth,” said Daniella 
Finn, analyst at Banot-Batu- 
cha Investments. 

Growth in gross domestic 
product is estimated at L5 
per cent this year, down 
from last year's 15 per cent 
and the high growth rate of 
7.1 par cent to 1995. It might 
grow 2.5 per cent in 1999. 
depending on unemploy- 
ment. currently 8-5 per cent ' 
of the labour force. 

The economy has slowed 
because the huge Russian 
immigration which fuelled 
growth during the 1990s has 
ended. Annual immigration 
has fallen from 200,000 in 
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1990 to an estimated 52,000 
this year, forcing a decline 
in housing starts, -front 

85.000 in 1991 to around 

40.000 this year. In addition 
tourism, worth $3bn a year, 
has fallen to 32L5bn because 
of test year's bomb attacks 
in Israel and the Iraq-UN 
stand-off early this year. 

The economy is also in 
transition, finally moving, 
away tram a socialist-driven 
labour intensive economy to 

a more open economy with 

high-value added exports. 
The high-tech, medical and 
commercial sectors mak e up 
34 per cent of exports. 

To stem unemployment 
Mr Netanyahu's advisers 
want to provide extra gov- 


ernment money to stimulate 
housing starts. Since the 
construction industry is one 
of the biggest contributors to 
GDP. they argue it would 
create more jobs and spur 
growth. 

Finance ministry officials 
are sceptical. They argue 
that more spending should 
be earmarked for infrastruc- 
ture projects and should 
come from current, not addi- 
tional, expenditure. Their 
concern is that Mr Netan- 
yahu. might be tempted to 
loosen fiscal policy to create 
jobs even though he sup- 
ports Yaakov Neeman, the 
finance minister, in reducing 
the budget deficit from last 
year’s 2*& per cent to 2.4 per 
cent this year and 2 per cent 
next year. Both are also com- ; 
nutted to low inflation, esti- 
mated at 4 per cent this year 
compared with 7 per cent in . 
.1997. 

"Netanyahu has little 
room to manoeuvre," said i 
one of his advisers. "His 
coalition will try' to extract 
as many concessions as pos- 
sible as he tries to -find out 
today when the economy 
win turn around." 

The timing of that turn- 
round - along with the 
future of the peace process - 
could Influence the election 
date. 


While the UN’s aim is to 
find out if and how it might, 
help end Algeria’s ordeal, 
the government sees the 
mission as. a way of counter- 
ing accusations of lack of 
transparency and of- allega- 
tions by human rights 
organisations of complicity 1 
by elements of the security 
forces in killings- - 
- In spite of a ; prickly atti-" 
tude to foreign intervention 
in the . conflict, the govern- 
ment invifod the six-member 
panel to Algeria, and has 
promised it open access, 
except to members of -the 
banned -Islamic Salvation 
Front (FIS), the party which 
bad been set to win can- 
celled. elections in. 1992. 

Although the panel is 
expected to visit, massacre 
sjtee, it will not conduct any 
investigation and has not 
included among its members 
human rights rapporteurs - 
both issues.. rejected by the 
government 

The delegation was yester- 
day . treading carefully, 
avoiding public declarations 
which might set the tone for 
the visit Algeria has said 
the panel’s trip would be a 
one-off event but would see 
follow-ups. . Diplomatic 
sources in Algiers said the 
visit might be followed by a 
trip by Mr Annan to discuss 
the report with . Algerian 
authorities. 

The visit , also follows a 
European Union mission ear- 
lier this year. European offi- 
ciate agreed to continue a 
dialogue with Algeria but 
bfied.to convince the regime 
to allow vblte by UN human 
rights rapporteurs. . 


. Israel yesterday asked W as hington to help save peace moves 
with the Palestinians, admitting that negotiations remained . 
stuck despite a three-day drive to rerive the long-stalled talks. 
. Yitzhak Mordechai, the defence minister said foe help of US 
Mkkfle East troubleshooter Dennis Ross and a three-way US- 
IsrasS-Palestiniah .summit were both needed to break a 16- 
monfo deadlock -• •• 

“Tothe best erf my understanding the gaps between us and 
the Palestinians are riot great,” said Mr Mordechai, who on 
Suncfey Jed ttoJsrael! team In foe first high-level direct talks 
with Pqlestinians.lv months, ft is necessary now that the 
highest level wlfl taka part from the United States, from the 
. Palestinians ami from the Israeli side " he said. 

• “What is required- now is that a senior representative arrive 
from the United Sta te s, other foe envoy Dennis Ross or even 
at a higher level, and dose the gaps and reach an a^eement 
that could move fob pcfflticaf process forward." 

IsraeD-Palestinian. peace teams met on Tuesday for a third 
negotiating session. But Yassir Arafat, the Palestinian leader, 
said his team had heard nothing new in the first two rounds 
at taBes held at W a sh i ngton's urging. 

The talks reyofee around a US proposal for Israel to hand 
.back 13 percent cf the ytest Bank in raksn for Palestinian 
security guarantees. Benjamin Netanyahu, the IsraeG prime 
mirasteri, has resisted foe US plan. Mr Arafat has accepted ft. 
Reuter*. Jerusalem! .. .. 


KAZAKHSTAN INVESTMBIT 


EBRD may take bank stake 


The European Bank for Reconstruction and Development 
(B3RD) may become a. shareholder in Kazakhstan’s Kazkom- 
mertsbahfc (KKBJ after a recent $40M loan agreement, KKB . 
said yesterday. It said foe Joan would be disbursed wfthth 
three years in two tranches, each worth team* and the EBRD 
had foe option of acquiring KKB shares for the first tranche. 

Oteg Kbnonenfcp, head of KKB's international department, 
said the ffiRD wanted to own lose than 10 per cent of foe 
bank's shares- “They (the EBRD) want to have no more than 
10 percent, but the percentage may be even smaller, 
because. . . this wilt depend on the bank's authorised capf- 
•W," he said. The banis being used to finance medium and 
tonghtemn projects hr industry, transport; construction and ser- 
vices^ Reuters, Almaty " 


JORDANIAN MONARCH 


King Hussein may have cancer 


Khg Hussefo of Joirian has announced ftat doctore at a US 

c8nfc where had undergone medical tests mgpeetad he had 
cancer which might require chemotherapy. 

The B2^yaar-oW monarch, one of foe world’s tongeat-eem- 

-ing leaders, has ntied Jordan for 45 years. Jordanian doctors 

said yesterday that he could start chemotherapy as early as 
next Tuesday if maSgnant lymphoma was diagnosed . 

The king is at foe'Mayo Cflnfc In Rochester. Minnesota, 
where he was treated. In 1992 for cancer and last yaarfor 
swollen glands. Officials there cdntimied that doctors were 
examirfng lymph node tissue for suspected lymphoma- a 
type of cancer which affects the lymphatic system. 

Reuters, Jerusalem 


F r 1 . 


A . S"f 


Enterprise OB of the UK Ist© dose Its representabw^» In 
Vietnam, a move which' reflects declining forei gnlrrt erest in 
future development prospects In Vietnam at current xwpnces- 
Enterprise was one of foe first foreign companies to begin ou- 
shore exploration work In Vietnam, but seven wells drilled 

two blocks failed toyieM c o m meidalty .vlabtedepogBsand 
foe company relinquished its offshore acreage last yrar.. 

Enterprise,, togefoec with PktobB, Is. however, continuing 
negotiations with state-owned Patrarietnam on a potential 
interest n btock 9-2, adjaoent to Vietnam's main 180^000 bar- 

rete per. day White Tiger (Bach Ho) oB flew off foe port of 

VungTatt, ' 

Bids for foe acreage and foree neighbouring btockswrare 

first cafed form 1995; rather. than using conventional produc- 
tion storing contracts, Vietnam has opted to toek to cre ate __ 
Joint venture exploration companies with the Interested foreign 
companies tea- each of the available blocks. Petrorietnam offi- 
dals recently fotficated that an agreement on 9-2 would be In 
piaca before the end of the year. _ 

Enterprise's decision to dose ft* Hanoi dffica Inflows foe 
withdrawal of Texaco earlier this year. In March Canadian 
. Patrdatxn announced it was .reHhqutetm$| two offshore 
blocks, and dosing Its offices In Ho CM Mtnh City. 

Jonathan BkchaH, Hanoi 
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FINANC I AL REGULATION BANKS AND SECURITIES FIRMS TO FACE SAME CAPITAL TREATMENT 


Rules on credit derivatives aligned 
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Bankmg Bfitor 

Regulators from the Finan- 
cial Services Authority and 
the Securities and Futures 
Authority have buried their 
differences and come up 
with a joint policy for assess- 
ing capital adequacy charges 
for credit derivatives. 

Tile new policy means that 
banks and securities firms 
will face the same capital 
treatment for credit deriva- 
tives, a fast-growing; family 
of contracts winch allow the 
risk that a customer might 
default on a loan to be 
traded or protected. 

The credit derivatives mar- 
ket has grown explosively, 
and banks are keen for regu- 
lators to treat these new 
products in a way which 
makes them a cost-effective 
means of managing their 
credit risks. 

A recent survey by the 
British Bankers' Association 
found that the global market 
for credit deriv ati v e s grew to 


Market values may be used to account for pension assets 


Arevobkion in the way 
companies account for the UK's 
ESOObn (S990bnj worth of 
pension assets edges closer 
today, wtih financial regulators 
proposing that market values 
shoufd be used - bringing the 
UK into line wfth international 
practice, Jim Keffy writes. 

A discussion paper from the 
Accounting Standards Board 
signals the change to using the 
stock market - which some fear 
wffl introduce volatility into 


accounts - but proposes 
several ways to soften the 
Impact 

The paper shows that the 
board, chaired by Sir David 
Tweedia, intends to bring the 
UK into Tme on accounting for 
pensions - but is prepared to 
go its own way to defend UK 
companies from violent profit 
swings. 

“Some disagreements wfth 
the international approach 
remain and the board regards 


these as being such bs to 

warrant the UK taking a 
different approach.’ said Sr 
David. 

tt wai take at least two years 
to prepare a Anal binding 
standard on pensions. 
International end US rules now 
state that the most objective 
and comparable method for 
valuing pension assets is to rely 
on the markets - although this 
is more likely to produce an 
Imbalance with the liabflttfes. 


S170bn at the end of 1997 
from an estimated S40-$50bn 
a year earlier. Banks expec- 
ted a further jump to $350bn 
by the end of this year. 

The new policy is one of 
the first concrete results of 
the government’s efforts to 
bring financial regulation 
together. 

The FSA has already 
taken over the supervision 
of banks from the Rank of 


England, the UK central 
bank. 

The Bank of England had 
adopted a relatively conser- 
vative approach to credit 
derivatives, but will not take 
full statutory power over the 
securities industry from the 
SFA until new legislation 
comes into effect, probably 
in 2000. Regulators have 
been wrestling with the 
issue of how much protec- 


tion a credit derivative gives 
against default. 

“What regulators are 
really concerned about is tail 
risk - the low likelihood of a 
very large loss," said a 
senior London investment 
banker. “Their nightmare is 
that they give us regulatory 
relief, and ft then turns out 
that we haven't transferred 
the risk." 

The new rules, which will 


fake effect for hanks from 
September but still require 
formal consultation for secu- 
rities firms, allow for a par- 
tial reduction in capital 
requirements on credit 
derivatives which do not 
match the original loan. 

The FSA is also relaxing 
its treatment of cases where 
a hank holds a pair of credit 
derivatives which offset each 
other, but do not match per- 
fectly. In future, banks will 
be allowed to calculate a sin- 
gle capital charge on one 
side of the pair. 

International rules do not 
allow the FSA to go so far as 
to accept that the two posi- 
tions cancel each other out. 

But the new treatment is 
less onerous than the cur- 
rent rules, which require 
banks to calculate a risk 
charge for each side of the 
pair. 

Matthew Elderfield or the 
International Swaps and 
Derivatives Association said: 
”Vfe are pleased by the 
FSA’s position.” 





Transfor ma tion of this view of St Raufs Cathedral in London has come an important step closer, Alan Pike writes. The Corporation of London, municipal authority for the City, 
the ancient heart of London, has given per missi on for die stark buftfings of Paternoster Square (left} to be replaced by a development (right) that opens up the prospect of 
St Raufs. The scheme has been proposed by Paternoster Associates, owned by Mitsubishi Estates Corporation, under an ovaral plan by Sir Wffliam Whitfield, the architect 


‘Prelim’ 
results 
may go 
online 


By ffm ftetty, 

Accomrtancy Correspondent 

Shareholders would be able 
to get preliminary company 
results at the same time as 
analysts and fund managers 
- possibly via the internet - 
under far-reaching proposals 
published today by the 
Accounting Standards 
Board. 

The board's new rules, 
which are not mandatory 
but are backed by the Lon- 
don and Irish Stock 
Exchanges and the 100 
Group of leading companies, 
are designed to underline 
the increasing importance of 
“prelims'’. 

The revolution in Informa- 
tion technology means that 
“prelims", which are the 
first indication to the mar- 
kets of a company’s perfor- 
mance ahead of full annual 
results, can now cany much 
more information than just a 
summary profit 3nd loss 
account. 

“Preliminary announce- 
ments arc in many ways the 
key financial element of the 
annual reporting cycle and 
are relied on in the market 
to confirm or alter market 
expectations,'' said Sir David 
Tweedie, chairman of the 
board. 

The board's statement of 
best practice urges compa- 
nies to issue “prelims" 
within 60 days of the year- 
end. “This timescale is 
already achieved by many 
listed companies and should 
be a realistic, if challenging, 
target," said Sir David. 

Last year, the quickest 
“prelim" announcement 
came from 1C1, 37 days after 
year-end. The slowest was 
RMC at 100 days, although 
statistics provided by the 
Institutional Fund Manag- 
ers’ Association did not 
include every company. 

Hie board’s statement out- 
lined the content that pre- 
lims might include: 

• A narrative commentary 
on strategy and perfor- 
mance. 

• A summary profit and 
loss account 

• A statement of total 
recognised gains and losses. 

• A summary balance 
sheet 

• Summary cash flow state- 
ment 

Hie board also said prelims 
should include information 
on turnover and profit in the 
different segments of a com* 
pony’s activities. This infor- 
mation is almost always 
listed by users of accounts 
as the most valuable to out- 
siders. 


LIBERAL DEMOCRATS SECRET TALKS WITH CHANCELLOR OF THE EXCHEQUER ON EURO 


Party leader looks to coalition 


By George Parker, 
Political Correspondent 


Paddy Ashdown, leader of 
the pro-European Liberal 
Democrat party, last night 
gave the clearest indication 
yet that he hopes to lead the 
party into a coalition govern- 
ment with Labour after the 
next national election. 

“I intend to lead this party 
through this parliament, 
through the next election, 
and into the next govern- 
ment - if that’s all right 
with the rest of you," he said 
at a dinner to mark the 
tenth anniversary of his 
election as party leader. 

Meanwhile it emerged that 


the Liberal Democrats have 
been holding secret talks 
with Gordon Brown, chan- 
cellor of the exchequer in 
the Labour government, and 
Treasury officials to discuss 
tactics towards a single 
European currency. The two 
parties are expected to fight 
shoulder-toshoulder in a ref- 
erendum on British partici- 
pation in the euro. 

Mr Ashdown said co-opera- 
tion was “one essential 
ingredient” of a successful 
future for the Liberal Demo- 
crats. the third largest party 
in the House of Commons 
after Labour and the Conser- 
vatives. 

“I promised at the last 


election that we would make 
the difference, and I am 
determined that we do," he 
said. “If that means working 
with others where it is sensi- 
ble to do so, then that is 
what I intend to continue 
to do." 

By speaking openly of 
leading his party into gov- 
ernment, Mr Ashdown was 
confronting bis membership 
with the real possibility of a 
coalition within the next 
three to four years. Even the 
most optimistic activist does 
not believe the Liberal Dem- 
ocrats will be able to form a 
government on their own 
after the next election. 

Much now depends on 


whether Tony Blair, tbe 
prime minister, embraces 
electoral reform and cam- 
paigns for a change to a 
more proportional voting 
system for elections to the 
House of Commons. A refer- 
endum on the subject is 
expected next year. 

Meanwhile, Mr Ashdown 
set his party the task of 
being an engine of new 
ideas. The approach will be 
typified by a new economics 
paper by Malcolm Bruce and 
Vincent Cable, in the Liberal 
Democrat Treasury team, 
which sets out new propos- 
als on British participation 
in the euro, including an 
early referendum. 


BMW offshoot to cut 1,500 jobs 


By Andrew Bolger, 
Employment Correspondent 


Rover Group will announce 
the loss of about L500 jobs 
today at its UK car plants 
and wifi blame the strength 
of sterling for the cuts. 

Rover, which was taken 
over four years ago by BMW 
of Germany, also plans to 
buy more components made 
outside the UK. Last night, 
Rover declined to confirm 
reports that it would 
Increase the use of overseas 
components from 15 per cent 
to 25 per cent, but said it 
would make an announce- 
ment after talking to trade 
union representatives today. 


Tbe move has been 
prompted by sterling's 
strength and comes after an 
internal review by Rover's 
management and failed 
efforts to persuade the gov- 
ernment to listen to the 
plight of exporters - particu- 
larly manufacturers. 

The Trades Union Con- 
gress has warned that the 
strong pound and high inter- 
est rates could cause wide- 
spread redundancies and 
company closures in the 
manufacturing sector. 

The company, which pro- 
duces Rover. Land Rover, 
Mini and MG models, will 
also ask its 40,000 UK staff to 
adopt mare flexible working 


practices, which may include 
temporary lay-offs. 

Tbe job cuts come in spite 
of Rover announcing an 
expected Increase in sales. 
They will send the most seri- 
ous message to the govern- 
ment in recent months about 
the pound's impact on manu- 
facturing and jobs. Tbe 
pound has been trading 
around DM3 for more than a 
year, while most manufac- 
turers say a suitable level 
would be DM2-60. 

Rover last year produced 
523,000 vehicles, including 
the highly successful Land 
Rover models, but in Decem- 
ber ended production of the 
Rover 100 - the former 


Metro - which accounted for 

40.000 units annually. Even 
with the help of the launch 
of a new version of the Land 
Rover Discovery at Birming- 
ham. production this year is 
expected to be only about 

10.000 units higher than last 
year. 

Today's job losses will be 
partly offset by expansion at 
Rover's Cowley plant at 
Oxford. In May the group 
said it would need 1,000 
extra production workers at 
Cowley to build Its most cru- 
cial model for many years: 
the executive saloon - cod- 
enamed R40 - that will 
replace both its 600 and 800 
large car ranges. 


Nuclear 
company 
poised to 
win $7bn 
US deal 

By Virginia Marsh In London 


British Nuclear Fuels 
(BNFL). the state-owned 
nuclear fuel and reprocess- 
ing company, is in line to 
win the largest nuclear 
clean-up contract ever 
awarded by the L’S govern- 
ment. ahead of a rival US- 
French bid. 

BNFL said yesterday it 
had agreed a contract worth 
up to S6.9bn with the US 
Department of Energy to 
clean up waste from atomic 
weapons production. BNFL, 
which will subcontract some 
of the work to Bechtel, the 
US engineering group, has 
won the contract ahead of a 
group led by Lockheed Mar- 
tin. the US defence and aero- 
space group, and including 
Cogema, the French state- 
owned nuclear fuel 
company. 

The contract - which is to 
remove radioactivity from 
5.4m gallons of waste at the 
US’s second largest former 
atomic weapons materials 
site - is in two parts. At the 
end of the first two year 
phase worth S350m. the US 
government has to decide 
whether to proceed with the 
rest of the project which is 
due to run until 201& 
However, it is legally- 
required to clean up the 
waste and the company 
appears confident tbe gov- 
ernment will proceed. The 
award underlines BNFL's 
leading position in the global 
nuclear fuel, clean-up and 
reprocessing market and 
comes just a month after its 
consortium agreed to buy 
the Westinghouse nuclear 
businesses in a deal worth 
about $1.2bn. 

The contract, which is for 
the Hanford site in Washing- 
ton state, will almost qua- 
druple the size of BNFL’s US 
business and more than dou- 
ble its 400-strong workforce 
there. Since it was formed in 
1990. the company's US sub- 
sidiary has won nearly 
$2_5bn in contracts, mainly 
for similar work from US 
government departments. 
Until now, the single largest 
contract was worth about 
jljfon. 

BNFL does not publish 
separate results for its US 
businesses but they account 
for the majority of its inter- 
national operations which in 
1996-97 provided £422m 
($696m), a third of group 
turnover. 

Tbe deal will involve con- 
struction of a vitrification 
plant at Hanford at a cost or 
about $i.5bn_ The UK com- 
pany plans to arrange the 
financing during the first 
phase. Hie contract involves 
just a tenth of tbe 54m gal- 
lons of waste stored under- 
ground at Hanford which 
ceased to produce nuclear 
fuel for weapons in 1990. It is 
tbougbt it could take up to 
50 years to complete the 
site’s clean-up. 

BNFL - which runs the 
Seliafield nuclear complex in 
nortb-west England and is 
also in the process of merg- 
ing with Magnox Electric, 
the operator of six ageing 
UK nuclear reactors - said 
none of the waste would be 
brought to the UK 
Both BNFL and the Lock- 
heed Martin consortium 
were asked to look at tbe US 
project’s feasibility in Sep- 
tember 1996 and to submit 
proposals in January of this 
year. BNFL, which believes 
it won because of the techni- 
cal superiority of its offer, 
was named preferred bidder 
in May. 


NEWS DIGEST 


ROYAL MAIL VENTURE 


Post Office agrees joint 
enterprise with Dutch 

The Post Office has agreed a joint venture with Selektvracht. 
a Dutch letters and parcels delivery company, in a bid to 
strengthen its position in foe £20bn (533bn) a year interna- 
tional postal market. But John Roberts. Post Office chief 
executive, accompanied the announcement with renewed 
warnings that the state-owned corporation urgently needed 
greater commercial freedom. 

j 'The Post Office has got to join the race to develop new 
faculties and make alliances with other companies, otherwise 
we will very soon find our room to manoeuvre in the market 
very limited." he said. 

The initiative with Selektvracht, a wholly-owned subsidiary 
of Royal Nedlloyd group, has been secured under powers that 
allow the UK Post Office lo enter joint ventures only on a lim- 
ited scale. Tbe Post Office's Royal Meal offshoot and 
Selektvracht wiH develop a mail sorting and processing facility 
at Utrecht, ft will enable Royal Mail to offer international bulk 
mail customers in the Netherlands access to ns worldwide 
delivery service. 

Mr Roberts sard the /oint venture was Typical of service 
tantates that eight post offices from other countries were 
already offering m the UK. Alan Pike, London 

MILLENNIUM ‘BOMB’ 

Warning of global output loss 

Oxford Economic Forecasting, a consultancy, predicts that 
global economies may suffer a permanent loss of output of 
about 0.3 per cent ot gross domestic product every year as a 
result of the need lo divert resources into tackling the miHen- 
nium "bomb" - the problem ol computers lading to recognise 
dates with four digits from 2000. 

The consultancy argues that despite this effort some dis- 
ruption to economic activity is novttabte at the start of 2000. 
But it concludes that the overall cost of the disruption will not 
be more than 0.5 per cent of GDP for tne first quarter of the 
year. 

It calculates that the effect by 2002 of investment foregone 
in tackling the date problem win depress GDP in the US. UK 
and Japan by 0.3 per cent and 0.2 per cent in Germany, it 
will add between 0.1 and 0.2 per cent to consumer prices and 
push up employment ft says: “These effects may not appear 
particularly large. But 0.3 per cent of US GDP In 2002 still 
amounts to S30bn." Alan Cane, London 


PENSIONS MIS-SELLING 

Adviser is fined $412,000 

Minet Consultancy Services, an independent financial adviser, 
was yesterday fined £250,000 (S4 12,500) by the Personal 
Investment Authority for failings linked to the pensions mis- 
selbng review. It was also ordered to pay £11,000 in costs. 
The P1A said Minet had not devoted enough resources to 
resolving its mis-seUing cases and had failed to monitor prog- 
ress adequately for much of last year, it also failed to meet a 
deadline of completing 90 per cent of its priority cases by the 
end of last year. 

The PiA has fined 101 companies more than £4m as a 
result of mis-5elling. Christopher Brown- Humes, London 


TOURISM 

Visitors to UK spend $7bn 

The number of visitors to the UK from other countries fell by 1 
per cent to 9.4m in the first five months of the year but the 
amount they spent rose by 2 per cent to E4.3bn ($7bn), 
according to figures released by the Office for National Statis- 
tics yesterday. There was a 13 per cent Increase in the num- 
ber of UK tourists travelling abroad to 17.9m. They spent 
£6.8bn, 17 per cent more than the same period last year. 

Meanwhile the English Tourist Board yesterday announced 
record visits and spenefing in England by UK residents, just 
two days before its expected abolition. Chris Smith, culture 
secretary, is expected tomorrow to announce the disband- 
ment of the English tourist board by handing its responsibili- 
ties to regional boards. The board receives a government 
grant of £9. 7m. The Wales and Scotland tourist boards, over 
which Mr Smith has no authority, will not be affected. 

The British took 111m trips in England last year according 
to foe board’s annual report published yesterday, a 7 per cent 
rise over 1996. Scheherazade Daneshkhu, London 


‘ARMS TO AFRICA 1 AFFAIR 

Minister hopes to stay on 

Tony Lloyd, foe Foreign Office minister at the centre of foe 
“arms to Africa" affair, believes he will be cleared of any 
wrongdoing by the independent inquiry into the controversy. 
Officials in foe Foreign Office's Africa section in London are 
also expected to be cleared. 

Mr Lloyd, foe minister responsible for Africa, refused to 
comment about foe inquiry report which is to be published 
on Monday. But according to ministers, Mr Uoyd hopes to 
retain his position in foe government after foe reshuffle of 
ministers which ts also expected on Monday. 

Robin Cook, foe foreign secretary, has indicated that foe 
inquiry, being conducted by Sir Thomas Legg, will exonerate 
ministers of any involvement in a conspiracy to supply asms 
to Sierra Leona Sancfltne International, a British firm of mili- 
tary consultants which denies breaching a UN embargo by 
providing aims to foe west African country, has claimed its 
activities had government approval. Andrew Parker, London 


US example may be followed in effort to reverse long rise in crime 


Causes as much as 
effects will figure in 
the fulfilment of one 
of Tony Blair’s 
election pledges, 
says Simon Buckby 

B efore the last national 
election, one of the 
Labour party's famous 
five promises on its “pledge 
card" given to voters was to 
be “tough on crime; tough 
on the causes of crime". The 
Conservative government 
responded by issuing a 
•Sga rrrmgg card" of Its own. 
-Labour would allow 
Britain's career criminals to 
get away with softer sen- 
tences," it claimed- Few 
career criminals, or indeed 
voters, would agree with 
that now.- 

On Tuesday, Jack Straw, 
the home secretary, capped 
15 months of toughness and 
“zero tolerance" by allocat- 
ing £250m C$4 15.5m) of his 


ministry's extra £3bn over 
three years to fund a “com- 
prehensive, evidence-based 
crime reduction strategy". 
His target is to reverse the 
long-term trend, dating from 
the 1920s. of an annual 5 per 
cent increase in crime. 

Recorded crimes in 
England and Wales foil by 
&8 per cent last year. The 
latest international crime 

victimisation survey reveals 
stabilising or falling crime 
rates in the first half of the 
1990s after decades of 
increases, in nearly all the 
countries surveyed. The 
question is*, why? Under- 
standing the answer might 
help the home secretary 
meet his target 

To help fulfil Labour’s 
election pledge. Mr Straw 
said: "For many years gov- 
ernments concentrated too 
much cm the consequences 
of crime to tbe detriment of 
its causes. But we can only 
make a lore-term impact on 
crime and disorder by con- 


Extra $11 bn allocated to deprived urban districts 


The government Is to invest an 
extra £3.9bn ($6.4bn) in housing 
and £3bn for the regeneration of 
deprived areas over three years, 
in a concerted effort to tackle 
social exclusion and poor hous- 
ing estates, Simon Buckby 
writes. 

About £3.6bn ol capital 
receipts, raised by municipal 
authorities through the safe of 
council homes [rented homes 
built and owned by munleipaD' 
ties] wil be released to refurbish 
1.5m properties over the next 
three years. 


To marry the housing and 
regeneration programmes, m a 
bid for mi “urban renak sance", 
the single regenerattor budget 
is to be re-shaped. Some BO 
per cent of its £2.3bn will be 
concentrated in the most 
deprived communities, funding 
50 schemes before the next 
national elections due in 2002 
at foe latest. 

In addition, £60 0m has been 
allocated to foe government’s 
“New Deal for Communities", 
designed to attract small busi- 
nesses to poor areas, enhanc- 


ing employment opportunities 
and reducing crime. 

ThB news was welcomed by 
housing groups. Jim Coulter, 
chief executive of foe National 
Mousing Federation, said it is 
“good news for tenants in 
run-down council housing’. 

More money wH come from a 
real terms increase In council 
home rents of 1 per cent next 
year and 2 per cent In each of 
the following two years. Legisla- 
tion wfll give foe government 
powers to take control of hous- 
ing away from poor authorities. 


c entra ting del both." 

The government is seeking 
to explore the issue in Home 
Office research, published 
this week, into anti-crime 
measures around the world 
over the past 50 years. “This 
report is a pivotal step 
towaids developing an effec- 
tive crime reduction strategy 


for the next decade," said Mr 
Straw. “The foil In crime lev- 
els claimed by the most 
promising approaches in this 
report show that the 
long-term reductions in 
crime are both realistic and 
could be substantial" 

The report highlights a US 
pre-school home-visit pro- 


gramme. involving black 
children from families of low 
socio-economic background, 
which demonstrated a 40 per 
cent cut in arrest rates by 
the time the children woe 
aged 15. A cost-benefit analy- 
sis sbowed a $7 return, 
mainly in reduced costs to 
victims and the criminal jus- 


tice system, for every- $1 
invested. The UK govern- 
ment has concluded that it is 
possible to promote a less 
criminal society through 
“intensive interventions 
among children and families 
at risk". Family policy and 
education are likely to 
receive even more govern- 
ment attention. 

The report says more than 
half of property crimes and 
more than a third of prop- 
erty crime victims are found 
in a fifth of the communities 
in England and Wales. 

Much evidence supports 
the government's claim that 
crime prevention is best 
achieved by targeting high- 
risk. usually socially 
excluded, areas. The report 
argues that such action, 
with measures against 
repeat offenders and police 
patrols of “hot spots", would 
cut national burglary rates 
by roughly 5 per cent. 

The report accepts “crimi- 
nal punishment can bave a 


deterrent effect" but says 
that a 25 per cent increase in 
the prison population would 
be the effect of a I per cent 
rail in crime. It says no evi- 
dence exists that tbe switch 
from fines to community 
penalties over the past 20 
years has had any impact on 
crime rates. 

Mr Straw says that In 
opposition before the Labour 
party’s election victory last 

year, he felt trapped by the 
need to appear as tough as 
the Conservatives. In gov- 
ernment, he has lost that 
constraint, and has proved a 
capable hard man. Introduc- 
ing new court powers to 
impose children's curfews 
and punish the parents of 
young delinquents In an 
effort to cut the the esti- 
mated total of 7m crimes a 
year committed by juveniles. 

Now be is turning more 
attention to the causes of 
crime, without fear that 
career criminals or the vot- 
ers will think him weak. 
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INTERVIEW PAUL WALSH , PIUSBURYCHIEF EXECUTIVE 


Master baker 


with recipe for 


raising profits 


John Willman talks cookies, chapatis, 
innovation and value management with 
the man tipped inside Diageo to become 
the group’s next chief executive 


Paul Walsh Is 
£ unashamedly upfront 
about aim as 
chief executive of Pillsbury: 
he wants to make dough - 
and lots of It 

He is, of course, talking 
about the gooey stuff used to 
make the cakes, cookies, 
rolls and bread - the baked 
goods which have made the 
US food company's Dough- 
boy an icon of American 
consumerism. 

Every year, 70 per cent of 
US households buy at least 
one of the company's ready- 
mixed and ready-sliced prod- 
ucts for final baking at 
home. Mr Walsh thinks it is 
not enough: “We want 
people to reach for our prod- 
ucts on every shopping trip," 
he says cheerfully. “We want 
to infiltrate their pantries.” 

He is equally keen to make 
the other sort of dough - 
profits for Diageo, the UK 
food and drink group which 
owns the company. A keen 
exponent of managing for 
value, Mr Walsh has 
increased profits from $293m 
to $735m in the five years 
since he became chief execu- 
tive, on sales up 80 per cent 
to S5.7bn. 

“Pillsbury will be a princi- 
pal contributor in achieving 
Diageo's aim of doubling 
total shareholder returns 
every (bur years," he says. 

The Minneapolis-based 
company is in several food 
sectors with brands such as 
Green Giant vegetables. Old 
El Paso Mexican meals and 
Hfiagen-Dazs ice-cream. Most 
are regarded as mature cate- 
gories in the food industry, 
but not by Mr Walsh. 

“There are no mature mar- 
kets. only mature 
marketeers,” he says, quot- 


ing an adage of Sir George 
Bufi. the joint chairman of 
Diageo who is credited with 
establishing Smirnoff vodka 
as a world-class brand. 

Although Pillsbury has 45 
per cent of the 43bn-a-year 
US market for prepared 
baked goods, for example, 
that is barely 5 per cent of 
all baked goods sales, which 
add up to SSObn a year. 

So Mr Walsh is constantly 
pushing into new lines, such 
as ready-to-bake cinnamon 
rolls and breakfast snacks. 


‘We’re one of the 
top three food 
companies 
globally In R&D 
expenditure’ 


He is convinced he can sell a 
lot more to consumers who 
want freshly baked goods 
without the effort 
And he has moved into the 
food-service business, sup- 
plying restaurants and cater- 
ers with dough-based prod- 
ucts such as burger buns, 
pastries and pizza bases. 
They need Pillsbury prod- 
ucts because in America's 
tight labour market they 
cannot get the staff to do 
their own inking 
“You have to think outside 
the box, think channels,” he 
says. “You can’t just pile it 
high and watch it fly any 
more. The average consumer 
buys food at 12 different out- 
lets, from supermarkets to 
fast-food restaurants, and we 
have to reach them through 
garb channel." 


The company is also tak- 
ing its dough technology 
abroad, wherever people eat 
grain-based products. In 
Mexico, Pillsbury makes tor- 
tillas: in Argent in a, empana- 
das, the country's favourite 
pastries; in Indi a, cha p a t is; 
in Brazil, pasta; and in 
fThina , dumplings and tasty 
dhn sum snacks. 

“We know dough,” says 
Mr Walsh. “We can do any- 
thing with it wrap it, cut it, 
stuff it - and all at phenome- 
nal rates.' 1 

Behind this attempt to 
extend the Doughboy’s reach 
is a $80m-a-year research 
programme, involving 
almost 600 scientists in the 
search for products. Pills- 
bury has raised its R&D bud- 
get from 0.7 per cent of sales 
in 1996 to 12 per cent of this 
year's much larger sales. 

“Innovation is something 
we feel strongly about,” says 
Mr Walsh. “We’re one of the 
top three food companies 
globally in R&D expenditure. 

“ft comes over as a low- 
tech business, and it will 
never be rocket science. But 
if we want to play at the 
high value-added end of the 
market, we have to invest in 
high-tech plant, IT systems, 
marketing and innovation.” 

Innovation "inoculates” 
Pillsbury from the competi- 
tion, says Mr Walsh, and has 
helped raise operating mar- 
gins from A3 per cent in 1992 
to 122 per cent this year. 
Some other US food groups 
have higher margins, but 
PHLsbury’s sales and profit 
growth have comfortably 
outstripped most of them. 

An Englishman who 
retains his distin ctive Lanca- 
shire accent. Mr Walsh 
joined Pillsbury in 1989 
when it was bought by 
Grand Metropolitan, the UK 
group which merged with 
Guinness last year to form. 
Diageo. Under its new own- 
ers, Pillsbury pruned 600 of 



TECHNOLOGY LAN9W1NE CLEARANCE 


Marcus 6ibsoh 

reports on a cheap 
and simpfified ; . 

device that can - 
remove mines 


Raising (hair game; Paul Walsh and Doughboy aim to ■ iffltraie your pantry 


the 2,400 headquarters staff 
and sold non-strategic busi- 
nesses such as Van de Kamp 
seafood, Steak ’n Ale restau- 
rants and Alpo petfoods. 

It even sold the flour mills, 
the company's original busi- 
ness when it set up shop on 
the banks of the Mississippi 
in 1869. “Pillsbury had once 
been the biggest miller in 
the world, but it had lost its 
competitive edge.” says Mr 
Walsh. “Many people said if 
we sold the TnflVmg business 
we wouldn’t get the right 
quality flour at the right 
cost In fact we get better 
quality flour at lower cost" 

That philosophy of focus- 
ing on what PDlsbury does 
best is part of Mr Walsh’s 
commitment to managing 
for value. Profitable though 
milling was, the returns on 


the capital tied up in it were 
simply not enough. 

He has done something 
similar with another of its 
businesses: Green Giant 
canned vegetables. The pro- 
duction has been contracted 
out to Seneca Foods, releas- 
ing $268m of capital and 
making a gain Of $72m cm 
the sale of six factories. “We 
Just own the proprietary 
seed and handle the market- 
ing.’' 

Inside Diageo, Mr Walsh is 
the leading exponent of 
value management, the phi- 
losophy adopted for the 
merged group by John 
McGrath, its chief exec u t i ve. 

“What I find compelling 
about managing for value is 
that yon can make it rele- 
vant for managers at plant 
level,” he says. The company 


breaks down its objectives 
for generating economic 
profit into individual targets 
on cost, quality, service, 
people and the. environment. 
This year executives' pay 
will be linked to these objec- 
tives for the first time. . 

“When making new invest- 
ments, we can demonstrate 
we are spending the money 
to support our value growth 
objectives,” says Mr Walsh. 

Still only 43, he is tipped 
inside Diageo as Ihe group’s 
next chief .executive when 
Mr McGrath retires. For 
now, he says he is happy 
making ever more dough for 
the world’s consumers and 
Us chief shareholder ^ 

“Tbere’s a lot more to do 
at Pillsbury,” be says. “But I' 
would like to run a big 
company some time.” • I 


WKM Every 20 minutes 
ggjl'spfo B O ns Is seriously 
mwmi injured by due of the 
approximately- I00m-l20m 

anti -personnel landmines 

that he scattered in TO coun- 
tries around the world; 
Clearing them, is -a '.vast .'and 
expensive task, particularly 
for developing countries 
recovering from war. 

Now a cheap mine detec- 
tor that needs ho batteries 
and is virtually 'mainte- 
nance-free has .been devel- 
oped by Chris Richardson, a 
UK radio engineer. 

“The simple -action of 
sweeping the detector plate 
from side to side over the 
ground stimulates a kinetic 
generator to produce enough 
energy to power the sys- 
tem," says Mr Richardson, 
who works at Siemens’^ 
Roke Manor research labs kt 
Ramsey, southern England. 

An advanced radio scan- 
ner measures the ground’s 
magnetic and- electrical char- 
acteristics, and this enables 
the device to locate metal 
arid plastic mines. By listen- - 
ing to the tone variations 
with headphones, buried drd- 
I nance , can be. quickly identi- 
fied by an-opecator, who . 
requires little trauung. ' 

The device has a search 
plate with a lightweight 
printed antaona on a con- . 
ventional. copper laminate 
printed circuit board. “We 
wanted to design... a cheap, 
ruggedised motion- 
powered machine that could 
be issued to everyone in' a 
village,” says Mr Richard- 
3on. “Our prototype could be 
built locally ; for‘- about $25 
each - and modi less if pro- 
duced in quantity.” 

Batteries are rare- and 
expensive In war-toot coun- 


tries and . much ’ demining 
-activity has to take place in 
forested areas where solar 
power' is. unavailable.. At the. 
present Tate of funding, 
experts say, it will take 1.000 
years and $33bn to clear 

qyfaHy t g mfnwt. • • 

- Siemens' UK Is now 
looking for an International 
aid agency wfcich could set 
up a production line in coun- 
' triBssuch.as Cambodia, Bos- 
nia, Angola sixd Mozambi- 
que. Existing mine detectors 
are costly and .sophisticated, 
and often' require the 
involvement of highly 
trained, western operators. 

Mr Richardson's ampli fied . 
device, however,, can quickly 
harness a large local work- 
force from th& rural poor. An 
mgtaeer with 25 patents to 
his name and who was 
awarded, the-' QBE far mili- 
tary radio innovations for 
the UK's. Ministry of 
Defence, .he is upbeat 
about the detector’s possibil- 
ities. 

' "There are 20000 . casual- 
ties from mines each year, or 
one every 20 minutes," he 
says, “I L 8m convinced, that 
this simple device. If mass- 
produced, could halve that 
rate if local, manpower could 
.be utilised !®- the job.” 



The motion-powered device 
can be cheaply produced 


INTERVIEW LARRY BOSSIDY, ALLIEDSIGNAL 


A question 
of the right 
mindset 


Daniel Bdgler and 
Richard Waters 

meet a chairman 
who leaves nothing 
to chance 


|^J"When Larry Bossidy 
P talks about green 
belts he is not think- 
ing of trees and grass. The 
AlliedSignal chairman and 
chief executive officer is 
referring to SLv Sigma - a 
programme for boosting 
quality that is spreading like 
wildfire through corporate 
America. 

Six Sigma, which means 
reducing defects In a manu- 
facturing process to virtually 
zero, is usually taught to 
workers by colleagues 
known as black belts, who 
have completed a 16-week 
training course. As an early 
enthusiast for Six Sigma 
while at General Electric 
under Jack Welch, Mr Bos- 
sidy has made sure that 
AlliedSignal already has 400 
of those. What he wants now 
is for the group’s other 
26.600 employees to absorb 
at least one week of that 
training and become green 
belts. 

The passion with which 
Mr Bossidy has embraced 
Six Sigma, which AlliedSig- 
nal says has saved it Sl.5bn 
(£937tt) since 1991, provides 
one clue as to why US manu- 
facturers are thriving again. 

“Productivity is a mind- 
set,” be argues, "the more 
you do. the better you get at 
it” And US industry has had 
longer to get good at it than 
anybody else. The weak- 
nesses that were exposed by 
high inflation and growing 
competition in the 1970s 
meant “that we bad to deal 
with our issues sooner - and 
we did. The subsequent pro- 
ductivity improvements 
have put us in a very strong 
position.” 

Mr Bossidy is not naive 
enough to think that this 
happy state of affairs will 
persist. “The European com- 
panies are coming back,” he 
says, “and the Asians will. 


too.” But for the moment, 
US manufacturers are oper- 
ating against a near-perfect 
macroeconomic background 
of strong growth and low 
inflation. And they have the 
right mindset. 

Take AlliedSignal, which 
Is big in aerospace compo- 
nents and repairs, polymers, 
speciality chemicals and 
automotive spares. Mr Bosr 
sidy has set a target of 
improving productivity by 6 
per cent a year. He regards 
this as absolutely necessary: 
with annual cost and wage 
increases of 3 per cent and 1 
per cent price deflation. 
"The day you open the door 
in January you are down 4 
points. If you don’t get 6 per 
cent productivity, you have 
no chance of margin expan- 
sion.” The company has 
improved its margins by 1 
percentage point a year over 
the past five. 

Six Sigma remains a cen- 
tral part of this drive. While 
it has become a standard 
approach in most of the 
group's plants, AlliedSignal 
has yet to roll it out across 
its non-manufocturing activ- 
ities. Judging by GE’s suc- 
cess. it could be just as appli- 
cable there. And there is 

scope to use Six Sigma for 
growth as well as productiv- 
ity, such as shortening a 
new product’s time to mar- 



TECHNOLOGY WORTH WATCHING 


Scientists find 
novel way to 
alter molecules 


T 





British scientists believe they 
have dscoverad a potentially 
Important way to alter the 
chemical char a cteristics of - 
complex biological molecules, 
writes Simon Hac&ngton. 

The finding could have -. 
impflcatlons for the . 
manufacture of biosensors, 
sensing devices that exploit 
the fact that certain prateins- 
antttxxfies or enzymes - can 
reco?pnis» tiny quantities of 
specific substances. 
B io sensors are gaining 
Importance for metical 
(fiagnosts and in 
environmental monitoring. To 
get the proteins Into a more . 
useable form they often need 
to be TrnmobiHsed” on to a ' 
soOd support This Is usually 
done by (notifying parts of - 
the molecule to provide ' 
chemical ‘sticking points* 
which can react wtth the solid 
support holding the protein In 


Larry Bossidy: ‘Productivity is a mindset the more you do, the better yoa get at K* 


RJctiartLPohta 


of diminishing returns. And 
when it has run its course, 
Mr Bossidy says it is part of 
his job to come up with the 
□ext good idea. Meanwhile, 
he is leaving nothing to 
chance. The group is cur- 
rently schooling tts manag- 
ers in how to plan and act 
during a possible deflation- 
ary downturn, stressing that 
efficiency gains would 
become even more crucial in 


Naturally, It requires education and 
patience to transform production-led 
managers into good customer 
service representatives 


ket or sharing technology 
across different areas. 

Simultaneously, AlliedSig- 
nal is introducing modem 
software - in this case enter- 
prise resource planning pro- 
grammes from Germany's 
SAP - into each of Its 10 big 
business units, from which 
Mr Bossidy claims to be get- 
ting a two-year payback. 

Even programmes like Six 
Sigma do not escape the law 


such an environment. 

Mr Bossidy has also set 
demanding targets for 


lessly pushing the group into 
new markets. 

Arguably, AlliedSignal has 
less of a presence overseas, 
particularly in Asia, than 
some of US industry's other 
big manufacturers. But add 
indirect exports through 
global clients like Boeing, 
and the group claims that its 
overseas sales amount to 38 
per cent of the total - Mr 
Bossidy would like to make 
that so per cent, although, 
it will probably take 
acquisitions to get him 
there. 

The search for revenue 
growth is taking the znahu- 
factoring group increasingly 
into services. The AlliedSig- 
nal gbairmHn sees these as 

being more stable, having 
inherently higher margins, 
helping the group protect' 
market share for its products 
and promoting broader 


expansion - the other side of thinking among its manag- 
the productivity coin, since era. 


be described as disparate 
services. Naturally, it 
requires education and 
patience to transform pro- 
duction-led managers into 
good customer service repre- 
sentatives. But when it 
works, says. Mr Bossidy, it 
makes them more complete 
and it helps the business. . 

Although Mr Bossidy. can 
claim one of the best track, 
records among large US 
manufacturers (AlliedSig- 
nal’s shares have risen more 
than sixfold since . he - took - 
over Jn 1991, outperforming 
the Standard & Poor’s 500 
index by 80 par cent) the ride 
has not been entirely 
smooth. Last year the com-, 
pahy. missed a quarterly 
earnings forecast, disap- 
pointing Wall Street and hit- _ 
ting, its stock. Its car parts 
business has been; cUsap-; 
pointing, losing money ear- 
lier this year. 


cutting costs on its own is 
only half the answer, he 
suggests. AlliedSignal reck- 
ons it needs 12 per cent reve- 
nue growth to hit the is per 
cent annual increase in earn- 
ings that it has promised 
shareholders. That is releni- 


s. And given the . current 

Already, about half of pressures building on.- US' 
AlliedSignal 's turnover manufacturing, from" Asia's, 
comes from the less cyclical problems to a . slowing 
after-market, including domestic economy. Alfred- : 
much of its car- parts busi- Signal and its peers' won I 
ness and its aerospace repair need- to apply all of their. . 
and overhaul facilities. Bat hard-won rfrnig to stay .on ; 
only 10-15 per cent can really top. i 


At present, proteins are 
manipulated by conventional 
chemical methods or by 
genetip engineering 
techniques* - 
At the Centre for Molecular 
and EBormtocutar Electronics 
at the Uhfl&rstty'of Coventry, 
David Watton and John 
HeptfosCal have Identified a 
novel way of modifying 
protefhq.' If-an electric current 
Is paraeci through a solution 
of protein, subtle chemical 
changes cari be made to 
occur in specific parts of the 
protein motecute, 

■ These changes can create 
suitatto attachment points for 
ijnmo&ffistng the moleeate. 

; Using’ an enzyme caBed * 
lysozyme as a model system, 
tfrgscientt ste showed that - 
very specific changes cmdd - 
bh Induced, enabling the 
enzyme to beimmobffised on 

magrtcfift beads with less than 
10 per cent of biological 
activity befog lost 
PmtessorDavkiW^tpn, UK 

tef (107203 638680, few 
(0)1203 838370; e-m# 
d, waton©co ventry^c. ok. 


damaged ceftswfth stem cefis 
- embryonic cefis from which 
aHother kindsof eeib 
develop. But these strategies 
have been . Envied by an 
uncertain supply of stem ceils. 

Now'scnnttots at the US : 
National Institute of - - 
Neurological Disorders and 
Stroke (Nfods) have shown 
that neural stem ceCs can be 
multiplied and raised to 
maturity In the laboratory and 
that they can reduce 
symptoms in an animal model 
of Paridnson’s disease. 

The study, which will appear 
In the August Issue of Native 
Neuroscience, is claimed to 
be the first to show that - 
neural stem cefis grown 
outside the "body can form 
specific kinds of muons - hi 
this case, ceils that produce 
dopamine - and that these- 
neurons can survive and 
Unction normally when • 
tr a n sp l an ted into tiwtfvhtg . 
brairt Dopamine is an 
Important ntove^gnaffing . — 
chemical, or neurorbansmfiter, 
and the loss of 
dopa mi n»producfngc8fe in 
onereglonof the brain fa 
responsible for Parkinson's 
tisease symptoms. 

Cultured neural stem cells 
coukl be applied in. human . 
cfinteaf triatofo the naxt two to . 
three years, says Ronald 
McKay, senior author of the 
Ninds report. 

N state Larsen at Nfods, US: 

tef 301 4965751, web 
wwwjindsjifh.gov/ 
whtnwhpJrtm . 


an effective wey to prove that 
evidence recorded by digital 
devices has not been 
tampered with. 


UK-based Sighum 
Technologies has unveiled 
VeriData, data validation 
technology which makes it 
impossible to alter evidence 
when it Is recorded by cfigftaJ 
cameras and audio recorders 
(jses examples below). 

VeriData is aimed for use 
! with digital data that may be 
subject to juticiaf or ethical 
scrutiny - everything from 
scene-of-crime photography 
to interviews. It uses 
ma the ma t i caJIy-deriVed 
algorithms to encode securely 
each star image, video frame 
or audio sample with a special 
validation signature that can 
be read with VeriData 
software. 

SJgnum Technologies, UK: tef 
f0)1242 530555, fax (0)1242 
251600. web 
www.sfgnuirtech.com 


Schizophrenia 
drug trials 


Security tor. 
digital data 


Both cMI liberties groups and 
few enforcement agencies are 
concerned about thetack of : 


Last week's Worth Watching 
coiisnn (Financial Times, July 
16) mentioned a new. 
treatment t& combat 
schizophrenia, befog 
developed by Hoechst Marion 
-Roussel. The company has 
asked us to point out that the 
drug. Ml 00907. is expected 
to be submitted for approval 
In the US late next year and . in 
Europe a tow months later - 
rather than launched cm to the 

market then. Ota item was - 
compiled from a press release 
which HMR subsequently 
corrected. 


Andrew Baxter 


Steiq cells 
breakthrough 


For decades; researchers 
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CINEMA 


THE ARTS 


Beauty and 
violence in 
counterpoint 

Nigel Andrews on the final adventures of 
Kitano’s serial cop hero, Nishi 


Watching Takeshi Kitano’s 
Hana-Bi is like gazing at a 
semi -abstract painting. You 
have to be at just the right 
distance. Stand too close to 
this cop thriller-cum- 
pastoral-cum-Zen elegy, 
which won last year's Venice 
Golden Lion for Best Film, 
and you see a jumble of col- 
ours like an exploded Japa- 
nese rainbow. Stand too Ear 
back - at least this week - 
and you may hit the opposite 
wall of world cinema, con- 
cussing yourself irretriev- 
ably with exhibits like The 
Gingerbread Man Glad Gris- 
ham thriller) and The Magic 
Sword (worse Arthurian car- 
toon). Just far enough is per- 
fect 

“Hana-Bi" means fire- 
works or literally fire-flow- 
ers. That image sums up the 
movie. Continuing and con- 
cluding the adventures of 
writer-director-star Kitano's 
serial cop hero Nishi (a 
Tokyo Dirty Harry, pre-seen 
in films like Sonatina and* 
Kids Return ), it is a visual 
Juggling act between brute 
violence and beatific elegy. 
When the near-retirement 
Nishi sees a partner die and 
another sustain paralysing 
injury in a shoot-out. his 
own wife's terminal illness 
with cancer - sketched not 
stressed in hospital scenes of 
a perfect, mute economy - 
becomes part of the stoical 
kaleidoscope of pain. 

He becomes a good S amar - 
itan by turning into a bad 
cop. A gift of artist’s tools to 
the wife-deserted, wheel- 
chairtbound colleague, who 
has taken up painting to 
fight boredom; the gift of a 


second honeymoon to his 
wife: both these are made 
possible by a pragmatic, 
almost comically brisk h ?pk 
robbery. 

Kitano disburses this 
plotwork early on, like ah 
action painter nhn^idng col- 
ours at the canvas before the 
more serious business of re- 
pattemlng them. The film's 
second half is.a bizarre, con- 
templative, bewitching 
fugue. It cross-cuts scenes 
from the main couple's fare- 
well idyll - deceptively 
inconsequential “snapshots” 
as they picnic, visit temples 
or laugh as they light ID -be- 
haved fireworks - with 
whole-frame visual explo- 
sions from the mind of the 
painterly ex-cop. 

These paintings, done by 
Kitano hims elf who took up 
the hobby while recovering 
from a near-fatal bike acci- 
dent in 1993, further 
enshrine the film's beauty/ 
violence counterpoint. In 
naif Sunday- pain ter shapes 
and colours they depict ani- 
mals with flower heads - 
lily-penguins, sunflower-li- 
ons - or play-school land- 
scapes like the winter scene 
with ideogram snowflakes. 

Echoing the artworks, the 
film's own drift towards a 
kind of near-death serenity 
is punctuated with surreal 
irruptions, often violent. 
Yakuza moneylenders are 
splattered in a car; an over- 
talkative beach bum is 
decked and then sea-dunked 
in a typical Nishi spasm. 

By this point, however, 
even the movie's mayhem 
has. drifted into some higher 
echelon of symbolism or 



As mayhem drifts brio some higher echelon of transcendence the core idea Is acceptance, both of life and death: ‘Beat* Takeshi Kitano as the stone-faced a nge l a venger, Nishi, In hte film ‘Hana-Bi 1 


transcendence. The film has 
become hypnotic even when 
we don’t know at each 
moment how or why we are 
being hypnotised - though 
clearly the core idea is 
“acceptance.” both of life 
and of death. 

Watching the filmmaker’s 
own performance as the 
stone-faced angel-avenger, 
you realise that western cin- 
ema could never do anything 
remotely like this. Even 
Clint Eastwood could gradu- 
ate from Magnum Force to 
Onforgmm only by taking on 
different roles. Kitano, who 
acts under the name “Bear 
Takeshi, has managed in 
half-a-dozen movies to escort 
his single hero all the way 
from pulp fiction to a weird, 
crepuscular resonance. 

it 

We are unlikely to get any 
farther adventures of Savan- 
nah sleuth Rick Magruder 
(Kenneth Branagh), who did 
slim box-office business. The 
Gingerbread Man Is based on 
an early John Grisbam 


story. One Is amazed there weather (rainstorms, light- steers a dysfonctioning fam- 
are any of these left, unless ning) and even managing Uy from Long Island into 
Hollywood is now ransack- some brand-recognition over- M anhat tan to spy on daugh- 
ing his schoolboy juvenilia. lapping dialogue. But it Is ter Hope Davis's suspected 
Magruder takes a pretty still like watching Mozart unfaithful husband (Stanley 
client (Embeth Davidtz) compose theme music for Toed), 
under his wing when she Starsky And Hutch. That is it far plot They all 

complains that her father just get in a car and drive 

has escaped the local mental u’iJVr"™ each other mad before find- 

home and is about to go nANA-BI mg Tucci, after a fashion, in 

loony in the community. Takeshi Kitano flagrante. Cheer-led by 

Dad is played by Robert appalling Mom, played by 

Duvall with all pistons whir- THE GINGERBREAD MAN Anne Meara as a kind of 
ring, more as if he has B Katharine-Hepburn-meets- 

escaped the Sting Blade set ' nuuefT #UUI,an Ruth-Gardon (on a bad day 

and has guest-starring Vuii nAVTOiDDCOC for both), the clan comprises 

designs on every southern 1 ^ 1 nlrrtnb longsuffermg pop Pat McNa- 
ir) order thriller in produr- Greg Mottcda mara, ditzy younger daugh- 

tion. ter Parker Posey and Posey’s 

Robert Altman - yes, Rob- DANCE OF THE WIND hilariously pretentious boy- 

ert Altman - directs: a small D a j an Khnca friend Liev Schrieber. He 

geographical journey from * educates people about 

Nashville but a giant leap Andrew Marvell - “a prede- 

for the man who. like Fran- The Daytrippers and Dance cessor of Shakespeare” - 
cis “The Rainmaker” Cop- Of The Wind both come from when not decrfbing the Sci- 
pola. was once thought a nowhere and go right to the Fi-syraboltc novel he is writ- 
great movie artist Succumb-- top of the class. The first is ing about a man with a Ger- 
ing to Grisham! tis, he does a an acutely f anny comedy of man pointer's head, 
fair job of razzing up the per- blue-collar American man- This Is a Woody Allen 
formances (mercurial Bran- nezs, which means no one movie made by someone 
agh, more mercurial Robert has any manners at all as with a gift even Allen 
Downey), inkin g in growly writer-director Greg Mottola doesn't have, the ability to 


make humdrum people hum. 
At the start you do not think 
any of these losers could 
cany a movie or its comic 
freight By the close, so wit- 
tily has Mottola mapped 
their foibles and thought- 
processes, you can imagine 
each having his or her own 
TV sitcom. 

Perhaps the sequel to The 
Da ytripp er s should show the 
family going into Manhattan 
to watch Dance Of The 
Wind. One would love to 
hear the boyfriend unravel 
this. Filmmaker ReJan 
Khosa composes serenely 
gnomic images - a bird-flut- 
tered temple, a bracelet or 
thread passed between gen- 
erations. a little girl seem- 
ingly bom in the spaces of 
the heroine’s imagination - 
as he tells of classical singer 
Pallavi (Kitn Gidwani), who 
loses her voice mysteriously 
in mid-concert and cannot 
regain it 

An Indian Persona? A 
gome-Buddhlst Judy Garland 
weepie? Its mesmerising 


appeal - lost year's awards 
included the Londun Film 
Festival Audience Prize - is 
that it seems to spc-.ik with- 
out a voice itseir. or at foast 
a loud one. Both the implied 
main theme of a tradition- 
trained woman seeking her 
own self-expression and tin.- 
subtle sub-themes Hove, reli- 
gious belief) are conveyed by 
gesture, nunncr and a beau- 
tiful play of light-nnd- 
shadow on people and 
objects. 

Children are out or school 
and there are three films you 
could take them to. Pau/ic 
(director John Roberts) Is a 
sentimental comedy about a 
parrot. Barney's Great 
Adventures (Sieve Comer) is 
a puppet-dinosaur teleshow 
teased out for the big screen. 
And in The Magic Swurd: 
Quest For Camolot < Frede- 
rick du Chau) pi astir ky 
maidens, eco-friendly heroes 
and unfunny dragons cavort 
across Warner’s first feature 
cartoon. Ah well, there is 
always the beach. 








Voodoo invades 
Prospero’s island 


THEATRE 

Otra Tempested 

Shakespeare Bob*, Leodoa SE1 


“Some of these characters 
haven’t appeared on the 
Globe stage before,” 
enthused its artistic director 
Mark Rylance at the curtain 
call. Well, they certainly 
made a bizarre enough debut 
in Cuban company Teatro 
Buendla's treatment of The 
Tempest. 

In Otra Tempested 
(Another Tempest), the ship- 
wrecked souls cast up on 
Prospero’s island consist of 
Shylock, Macbeth, Othello 
and a clownish Hamlet Mir- 
anda falls for Caliban 
whereas her father wishes 
her to marry Othello; Pros- 
pero tries to found a Utopian 
republic, which gives way to 
a likewise foredoomed king- 
dom of blood under Macbeth; 
Shylock (Tm a little hazy on 
this point) was in his youth 
apparently Romeo. 

Most significantly, the 
island is haunted by the 
daughters of the witch 


Sycorax, who happen to be 
Yoruba deities - most promi- 
nently Eleggua (the trickster 
spirit known tn Voodoo as 
Legba), who is hypnotised 
into assuming the role of 
ArieL You get the picture? 

No, nor me. Director Flora 
Laxrten and dramaturg 
Raquel CarriO have drawn 
for their material on a raft of 
texts from Bacon's The New 
Atlantis to Caxpentiar, Faz 
and Bandrillard. Yoruba and 
Arara chants and songs are 
included, along with bits of 
tribahstic dance, to predomi- 
nantly percussive music 
from the gallery. Characters 
don TTuwd™ to signify mad- 
ness or possession (and Pros- 
pero’s heavy makeup makes 
it look as if he is constantly 
wearing such a mask, part- 
Ka thakaH, part-Minoan): and 
the whole thing is utterly 
bewildering. 

Without the programme's 
scene-by-scene synopsis, I 
would have had little or no 
idea what was going cm from 
moment to moment; even 
with it, there is no indica- 
tion of why what is happen- 
ing. is happening. There is, 
of course, no reason to treat 



Constantly eye-catching, although quite bewildering: scene from the Cuban production Trwram Kenton 


Shakespeare with ossifying 
reverence - but this particu- 
lar gallimaufry seems to 
have been put together sim- 
ply for its own sake. 

It is constantly eye-catch- 
ing, with its set-piece 


sequences and an ebullient 
performance from Giselle 
Navaroli as E leggua/ Ari- 
el .. . but to no apparent end. 
There may be a parabolic 
subtext commenting upon 
the state of their native 


Cuba (and that beard of 
Prospero’s is quite Fidelista, 
after all), but if so it lurks, 
along with any palpably sig- 
nificance of any kind, full 
fathom five below the sur- 
face. 


FILM FESTIVAL KARLOVY VARY 


Post-communist 

renaissance 


The most talked about 
performance at this year’s 
Karlovy Vary International 
Fflm Festival took place in 
one of the packed auditori- 
ums rather than on the 
screen. Jlri Menzel, who won 
an Oscar for Closely 
Observed Trains during the 
Czech New Wave of the late 
1960s, attacked producer Jiri 
Sirotek with a rod for alleg- 
edly reneging on a deal Siro- 
tek, who disputes MenzeTs 
account of the deal, was 
chased from the auditorium 
and has demanded an apol- 
ogy- 

Away from such theatri- 
calities, the Crystal Globe 
prize and the best director 
award were given to Le coeur 
Qu poing (Streetheart), 
directed by the Canadian 
Charles BtnamG, in which a 
lonely young woman offers 
herself to strangers for an 
hour to do with her what 
they win 

The special jury prize was 
won by Den potnohmija (Full 
Moon), by Russian director 
Karen Shaknazarov. with a 


series of often inconsequen- 
tial depictions of life in mod- 
em Moscow loosely linked to 
an event 50 years in the past 

The festival has quietly 
consolidated its place 
between Cannes and Venice 
in the film industry’s calen- 
dar. After acting as a show- 

The festival has 
re-established 
its role as a 
showcase for east 
European films 

case for communist films, it 
bad a rocky patch after 1989 
as it slowly adapted to the 
new commercial realities. 

But it has now become an 
annual event and re-estab- 
lished its role as a showcase 
for east European films, par- 
ticularly since - following 
the collapse of the Moscow 
and Prague film festivals - it 
is now the leading film event 


in the region. Its location in 
the serene spa town, for- 
merly known as Carlsbad, 
adds to its attraction, even if 
the Bohemian weather 
drives one to take the cure 
in the hotel bars. This year 
the festival coincided with 
the centenary of Czech film- 
making, which is also buoy- 
ant after a bad patch when it 
lost the generous subsidies it 
had enjoyed under commu- 
nism and cinema audiences 
started switching to the new 
commercial television sta- 
tions. 

The future ownership of 
the A B Barrandov film stu- 
dio and the Kratky Film ani- 
mation company are still 
uncertain, but the number of 
films being made is on the 
rise and Czech facilities are 
increasingly being used by 
foreign companies. Cinema 
attendances were up last 
year by 11 per cent. 

Czech animation has 
always been well respected 
abroad but last year's suc- 
cess at the Oscars of Kolya. 
directed by Jan Sverak. has 
highlighted the revival of 
film-making. Helped by Kar- 
lovy Vary, Czech films are 
now not just rivalling the 
Hollywood product at home, 
but may begin to become 
well known abroad again. 

Robert Anderson 
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INTERNATIONAL 

Arts 

Guide 


BONN 

EXHIBITION 
Kunstmuseum 
Tet ey-228-776 260 
Parti Prls: mare than 400 
photographs by design®* Kart 
Lagerfeld, including portraits, 
architecture and landscapes; to 
Jul 26 

DUBLIN 

exhibition 

Irish Museum of Modem Art 
Tet 353-7-612 9900 

YWtam Scott Pointings and 

Drawings. 90 works drawn from 
pubik: and private cofteettans; to 
Novi 

GLIMMERGLASS 

OPERA 

ASc« Bosch Opera Theater, 

Coopantown 

Tat 7-607*547 3255 
• FaisHff: by Verdi New 
production directed by Leon MaK*' 
wtth eats and costumes by 
Cenkfin and lighting by Pat Goww- 
Baritone Stephen Powefl sings the 
bOe role. The conductor is George 


Manahan; Jul 24 

• Partenope: by Handel. New 
production directed by Francisco 
Negrfn, in his Glfrnmeiglass debut, 
and conducted by Harry Bickst 
Cast includes David Daniels and 
Lisa Saffer jn the title role; 

Jul 25.28 

• 7he Mother of Us AIL- by Virgil 
Thomson. Conducted by Stewart 
Robertson in a new staging by 
Christopher Alden, with sets by 
Allen Moyer; Jul 26 

• Tosca: by Puccini. New staging 

by the team responsible for last 
year’s Madama Butterfly: director 
Marc Lamos, set designer Michael 
Yeargan, costume designer 
Constance Hoffman, lighting 
designer Robert Wlerzel and 
conductor Stewart Robertson; Jul 
23, 27 

glyndebourne 

OPERA 

Glyndebourne Festival Opera 
Tel: 44-1273-815 000 

• Capriccio: by R. Strauss. 

Revival conducted by Andrew 
Davis and directed by John Cox. 
The Countess Is sung by KM Te 
Kanawa. With the London 
Philharmonic Orchestra; 

Jul 26 

• Rodellnda: by Handel. New 
production directed by Jean-Marie 
Vnidgter, with sets by Nicolas de 
Lajarlre and Pascals Cazales. With 
the Orchestra of the Age of 
Enlightenment conducted by 

William Christie; Jul 24 

• Simon Boccanegra: by Verdi. 
New production conducted by 
Mark Elder in a staging by Peter 
H£$. With the London PMharmonie 
Orchestra. The title role is sung by 


Elena ProkMa; Jul 23, 
25,28 


LONDON 

CONCERTS 

BBC Proms, Royal Albert Hafl 
Teh 44-171-589 8212 

• BBC National Or ch e s tra of 
Wales: world premiere of a 
specially commissioned work by 
Gerard McBumey. Programme also 
includes works by Prokofiev and 
RaveL With the BBC National 
Chorus of Wales and Phflharmonia 
Chorus, and bass Sergei 
AteksashJdn; Jul 28 

• BBC Symphony Orchestra: 
Matthias Bamert conducts the UK 
premiere of WeflTs Propheten, and 
Mahler's Symphony No. 4 In G 
major. With the BBC Symphony 
Chorus; Jul 26 

• Dresden Staatskapefle: 
conducted by Bernard Haitink in 
works by Beethoven and Brahms; 
Jul 23 

• Dresden Staatskapelle: 
conducted by Bernard Haitink M 
works by Mozart and Bruckner; 

Jul 24 

• London SMfanletta: conducted 
by Markus Stenz M works by 
Ligeti, Rfhm and Adams. Wflh 
clarinet soloist Michael Coffins: 

Jul 23 

• National Youth Orchestra of 
Scotland: London premiers erf 
Capriccio by Rory Boyle, 
conducted by JunTchi HrokamL 
Pro g ra m me also includes works by 
Prokofiev and Berfioz. With piano 
soloist Peter Dooohoe: Jul 26 

• Solomon; by HandeL Paul 
McCreesh conducts the Gabrieli 
Consort and Players. Cast includes 
Andreas Scftofl and Afison Hagley; 


Jul 27 

Wigmore Hafl 
Teh 44-171-935 2141 
Rodney Gtffry: recital by the 
baritone of a programme including 
works by Schubert, Schumann and 
Gershwin. Accompanied by Roger 
Vignoles; Jul 24 

EXHIBITIONS 
Tate Gallery 
Tel: 44-171-887 8000 
Lucian Freud: Some New 
Paintings. More than 20 recent 
works, many of them completed 
during the last year and never 
before publicly exhibited In Britain. 
Indudes characteristic, large-scale 
studio nudes, and portraits of the 
artist’s daughters; to Jul 26 

Victoria and Albert Museum 
Teh 44-171-938 8500 
The Power of the Poster including 
classic images from the 1880s and 
1.890s as well as the work of 
contemporary designers and 
agencies; to Jul 26 

OPERA 

BBC Proms, Royal Albert Hall 

Teh 44-171-589 8212 
Falstaff: by VerdL Semi-staged 
production directed by Ian Judge. 
With the Monteverdi Choir and 
Orchestra R6vdutfonnaire ert 
Romantique conducted by John 
EHot Gardiner Jul 25 

MUNICH 

OPERA FESTIVAL 
B ayeriachc Steataopor 
ret 49-89-2185 1920 
rn Die wands: by Wagner. 
Conducted by Jun Mark! in a 


revival erf Nikoteud LehnhofPa 
staging. With Pladdo Domingo; 

Jul 25 

• Don Giovanni: by Mozart- 
Conducted by Peter Schneider in a 
staging by Nicholas Hytner, 
designed by Bob Crowley. Cast 
Includes Afison Hagiey; Jul 23 

• Le Nozze di Figaro: by Mozart. 
Conducted by Peter Schneider in a 
staging by Dieter Dom, designed 
by JGrgen Rose. Cast indudes 
Amanda Roocroft and Afison 
Hagiey; Jul 26 

SANTA FE 

OPERA 

Santa Fe Opera 
Teh 1-505-986 5900 
www.santafeopera.org 
The Magic Flute: by Mozart New 
production by Jonathan MDIer, with 
sets by Roni Toren and costumes 
by Judy Levin. Cast indudes Sheri 
Greenawald; Jul 24 

SCHLESWIG- 

HOLSTEIN 

CONCERTS 

Schleswig-Holstein Music 
Festival 

Teh 49-431-567 080 
PhHharmonle der Nation ert: 
conducted by Justus Frantz in 
works by Liszt and Bartbk. With 
piano soloist Stanislav loudenitch; 
Schloss, Kiel pul 23) and 
Deutsches Haus. Flensburg Pul 24) 

ST PETERSBURG 

EXHIBITION 

State Hermitage Museum 
French Master Drawings from the 


Pierpoint Morgan Library: 120 
drawings, sketchbooks and albums 
drawn from the library’s permanent 
collections. Highlights Include 
works by G&zanne, Delacroix, 
Ingres and Poussin; to Jul 25 

STUTTGART 

OPERA 

Slaataoper Stuttgart 
Teh 49-711-202090 

• Lady Macbeth of Mtsensk: by 
Shostakovich. Revival conducted 
by Alexander Pollantchko in a 
staging by Johannes Schaaf. with 
sets by Nina Ritter and costumes 
by Franz Lehr; Jul 24, 28 . 

• Tosca: by Puccini. New 
production by Willy Decker, 
conducted by Lothar Zagrosek 
with designs by Wolfgang 
Gussmann; Jul 24 

TANGLEWOOD 

CONCERTS 
Tanglewood Festival 
Teh 1-817-931 2000 

• Boston Symphony Orc h e st ra: 
conducted by AncfrA Previn In 
works by Vaughan Williams, 

Chopin and Beethoven. With piano 
soloist Emanuel Ax; Ozawa Hall; 

Jul 24 

• Boston Symphony Orchestra: 
conducted by Seiji Ozawa in 
Mahler's Symphony No.3; Shed; 

Jul 26 


TOKYO 

CONCERT 

Suntoiy Hall 

Teh 81-3-3584 9999 

Osaka PhflharmonJc Crchestra: 

conducted by Takashi Asahina in 


Bruckner's Symphony No. 5; Jul 26 


VERONA 

OPERA 

Arena dl Verona 
Teh 39-045-800 5151 
www.arena.it 

• Tosca: by Puccini. New 
production by Gluliano Montaido, 
with sets by Luciano Ricceri. Cast 
Includes Ruggero Raimondi and 
the conductor is Angelo Comport: 
Jul 25 

• Un Ballo in Maschera: by Verdi. 
New production by 'Giuliano 
Montaido. Conducted by Daniel 
Oran. With Maria Guleghina: Jul 24 

TV AND RADIO 

• WORLD SSI VICE 
BBC World Service radio for 
Europe can be received in western 
Europe on medium wave 648 KHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06J80: Moneyline with Lou Dobbs 
13^0: Business Asia 

19.30: Workt Business Today 
22X10: Works Business Today 
Update 

• Business/Market Reports: 

05:07; 06:07: 07:07; 08:20; 09:20; 
10:20; 11:20; 11:32; 12:20; 13:20; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports live from UFFB as the 
London market opens. 
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COMMENT & ANALYSIS 



SAMUEL BHUTAN 


ECONOMIC VIEWPOINT 


< I Goldilocks worried 


Many people worry about the global impact of the Asian crisis. 
But do not overtook the warning signals coming from the US 


Despite the generally upbeat 
message of Federal Reserve 
chairman Alan Greenspan, 
we cannot ignore warning 
noises about the US coming 
from analysts of different 
outlooks using the mast 
divergent techniques. These 
can be summarised as the 
high level of Wall Street, the 
looming current account 
deficit and the rapid growth 
of the broad money supply. 

Wall Street shows even 
more signs of the "irrational 
exuberance" that Mr 
Greenspan complained about 
18 months ago. The price 
earnings ratio has risen to 
nearly 30, much higher than 
experienced in any of the 
peaks of the past two 
decades. Whenever the ratio 
has approached such heights 
in the past, it has fallen 
sharply. 

Normally, a correction or 
inflated Wall Street prices 
can be a healthy event. But 
in present circumstances it 
could be - mare than any 
direct impact from trade - 
the trigger by which the 
Asian crisis affects the rest 
of the world economy. If or 
when this happens, it will be 
almost impossible to sort out 
the confidence impact from 
Asia from purely domestic 
US farces. 

The main arguments to 
justify Wall Street's current 
heights relate to the 
so-called equity risk 
premium and the fall in 
bond yields. 

The equity risk premium ■ 
is defined as the expected 
excess return from holding 
equities compared to bonds, 
due to the inherent riskiness 
of the former. According to 
Goldman Sachs, the 
premium has fallen from 10 
per cent in 1960 to 2 per cent 
at present If equities really 
were less risky, higher prices 
would be justified. 

Unfortunately the reasons 
given for the permanence of 
the drop reek too much of 


the Goldilocks scenario. 
Better management, trade 
liberalisation, financial 
deregulation and more 
flexible labour markets are 
supposed to have reduced 
the risk of recession. Yet on 
the two occasions in the 
1980s when the risk' 
premium narrowed to 
something near current 
levels it soon opened out 
again and share prices fell. 

A simpler rationalisation 
relies on the large drop in 
US long-term interest rates 
to 5": per vent. This has 
come about partly because 
the much-predicted world 
capital shortage has yet to 
materialise. On the contrary: 
world savings have tended 
to outrun viable investment 
opportunities. It has also 
been helped by 
the fall in US inflation 
expectations. Yet It is 
questionable how long these 
will remain as low as they 
now are. if. as even Mr 
Greenspan predicts, 
consumer price inflation 
creeps up from a recent l‘/z 
per cent to 2 to 2V: per cent 
in 1999. An inflation blip can 
be taken in its stride. But 
pessimists argue that the US 


economy is overheated and 
running with over-stretched 
labour markets. . 

On this view Inflation has 
been temporarily subdued 
only by the rising dollar, 
lower oil prices and the fall 
in external demand 
emanating from Asia. None 


of these, as Mr Green psan 
pointed out, can go on 
forever; and when they stop 
the miracle combination of 
negligible Inflation and very 
high levels of capacity and 
manpower utilisation will 
come to an end. 

Tbe pessimistic view is 
reinforced by analysts such 
as Tim Coogdon (In tbe July 
Lombard St Research 
Monthly Review) who look 
at tbe sharp acceleration of 
the broad US money supply. 
The Fed chairman has just 
declared that the velocity 
with which the money 
circulates throu g h the 
economy may have become 
less volatile since the early 
1990s. If so. this weakens the 
rsKt* for disregarding the 
money supply numbers. 

Prof Congdon links this 
monetary explosion to a 
remarkable widening of the 
US current account deficit. 


Rising price-earnings ratios and falfeig bond yields 
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This arises not only from the 
familiar rise in imports 
relative to exports but also 
from a shift into deficit in 
the balance of Investment 
Income. By the turn of the 
century US net overseas 
debts could dmountto 25 per 
cent of gross domestic 
product. 

A current account deficit 
is not necessarily a cause for 
alarm and snrh a deficit In 
the US and other Western . 
countries is a necessary 
condition far a Japanese 
recovery. The worrying 
feature Is that US payments 
deficit could well have an 
independent domestic cause 
and be a sign that 

inflationary pressures are 
being held down only by 
imports. This was what 
happened in the UK in the 
late 1980s and could be 
happening in tbe US today. 

A different type of analysis 
has been provided by Wynne 
Godley (FT July 10). who 
notes that the US private 
sector, which is normally in 
surplus, is now in record 
deficit. It is this move into 
deficit that has been 
financing the hn nm 

Historical precedent 
suggests it will go into 
reverse. Tbe main contrary 
argument is that the private 
sector is running up assets 
even faster than liabilities, 
due to the bull market on 
Wall St This takes us round 
full circle to the viability of 
tha t, bull market. 

The question is whether 
the Goldilocks scenario is 
anything other than the 
latest example of the 
euphoria that settles on tbe 
US in most prolonged 
upturns. If the Goldilocks 
scenario means that the US 
has escaped from normal 
economic constraints and 
can survive an 
ever-tightening labour 
market, without an 
inflationary nemesis, then it 
is rubbish. But it could also 
be given a more sober 
interpretation. It may just 

mean that the trend rate of 
growth, or the equilibrium 
level of employment and 
capacity utilisation, have 
improved in a way that 
prevailing economic models 
have yet to capture. 

Some of tbe dangers to it 
are of opposite kinds. The 
fear that the US private 
sector has already 
accumulated as much debt 
as it is likely to presages a 
slowdown or a recession. So 


does the impact of the Adah 
crisis- On the other hand, 
excessively rapM. monetary 
growth and an associated 
payments deficit relate to : - 
overheating and inflation ' 

If all these warnings 
referred to a single moment, 
we might say that they 
cancel each other oat Alas, 
matters are not so simple. 
Many Rcono m i e s have seen a 
period of inflationary 
overheating succeeded by a 
corrective recession - “boom 
and bust”. The near-halt to 
US growth in the second 
quarter could thus be a 
harbinger <rf worse to come- 
An analogy from the UK 
might help. According to tbe 
pe ss i mis ts, British output Is 


already anything from l per 
cent to S per cart above Its 
sustainable level and 
unemployment is well below 
tbe natural rate 
with stable inflation. A 
correction wjfl involve two 
or three years of below 
normal growth, which could 
easily tip into recession. 

A similar analysis could be 
applied to the US- But the 
policy conclusions would be 
rather different. A couple of 
years of stagnation might 
wreak havoc with chancellor 
Gordon Brown's fiscal plans 
- which have not been 
presented cm the whole in 
cyclically adjusted terms. 

But so long as continental 
Europe continues to recover 
this will not be the end of 
the world. 

The US is different. It is in 
a pivotal position between a 
gradually recovering 
European economy, a 
contracting Japanese and 
east Asian economy, apd 
continuing worries about 
Russian and Third World 
debt. In Mr Greenspan’s 
words, “monetary policy 
tightening actions in the US 
could have outsized effects 
on very sensitive financial 
markets in Asia" which 
would eventually rebound 
on the US itself. 

It would therefore be quite 
reasonable for the Fed 
chair man to mntinna in 
warn about inflationary 
pressures in the US but not 
increase the Federal Funds 
rate. Until there are actual 
indications of cost pressures 
‘Teading to a tendency f ca- 
prices to accelerate”, he has 
no choice but to continue 
walking a tightrope between 
warning and doing. 


samueLbrittnnQfLcom 


LETTERS TO THE EDITOR 


No real benefit from undermining 


branded goods manufacturers 


From Dr.NJ. Young. 

Sir, Your leader. “Grey 
Import whitewash” (July 17), 
was a bit disingenuous. By 
all means let us have, via 
currency transparency and 
price freedom, the fruits of 
open competition .across the 
EU- However the “grey 
impart** device advocated by 
giant supermarkets and 
other chains with global 
baying power fc just part of 
their general strategy of 
commoditising everything. . 
implying to the consumer 
that an goods are equivalent 
and there is no need to pay a 
premium for leading brands. 

In this, “pile It high and 
sell It cheap” approach they 
contribute nothing to prod- 
uct and package innovation 
and simply ride on the back 
of the brand manufacturers 
who do this. Current law 
particularly in the UK allows 
too much passing off of 
supermarkets’ own products 


already. For : example, ask 
yourself why Saiqsburyls 
“Gold Choice? coffee mimics 
jar, cup, label colour and one 
of the two words of the name 
of Nescafe “Gold Bier#”. I( 
its product, was any goyd on 
its own it would package It 
distinctly as Lyons br others 
do. Or why do.-all dish- 
washers mimic the' Fairy 
Liquid, bottle, and many 
shampoos the Pantece pack- 
aging? . . 

. innovative high quality 
manufacturers need to be 
able to recoup a fitir margin 
from these investments. 
Let’s not have any crocodile 
tears from Tesco qjafadlqg 
they are “doing thfa.for the. 
benefit of the consumer". 
They are sefllQff staff space 
for the. highest retort*, noth- 
ing else, and 11 that, means 
stealing someone rises’ pack- 
age idea, SQ ha it . 

Also, while we ought to 
have free movement and 


-competition across the EU, 
we do not ..have- economic 
unkto wththe US, and there 
are many reasons, as the FT 
well knows, for price differ- 
enced between it and 
Sfeu-ope- High telecnmmuni- 
' cation costs; transport costs, 
taxation., energy costs, and 
the fragmented scale of most 
of our markets contribute to 
this. 

These areaH consequences 
of the kind, of society and 
politics we have. It would be 
.no bad thing If price, compar- 
isons with the US were used 
to debate the value of these 

institutfonaUsed burdens, 
but allowing grey imports to 
undermine .branded goods, 
manufacturers first, in the 
.name of consumerism, is not 
the answer. . 


NX Young, 
Theodor-Heus»-Str 7. 
67345 Lambshehn, 
Germany . - 


Later start 
bound to fail 


From Mr Stephen Waikley. 

Sir, The failure of the later 
start to cure the Stock 
Exchange's problems should 
not surprise (“Exchange fails 
to stimulate traders", July 
21). In the 19th . Century 
Mad” King Ludwig, when 
told by his engineers that 
bis trains could not ran any 
faster because the last car- 
riage would shake, famously 
retorted "remove the last 


carnage". 

Unless someone gets a 
grip, ensures a fair market 
and reduces dealing costs, 
then London will deserve to 
lose oat to better organised 


Stephen Waikley, . - 
Hytbe House, 
Woodmarket, 
Lutterworth, 
Leicestershire LE17 «DB, 
UK 


Bank committee needs an 
industrialist on board 


From Mr Roger Lyons. 

Sir, Inius article, "Dissent 
into chaos" (July 17L Philip 
Stephens comes very close to 
hitting the oh the head. 
The decisions of the Bank of 
England's Mq notary Policy 
Committee are quite likely 
to have . serious .conse- 
quences for the economy. 
However. MSP believes that 
it is not only (heir approach 
that is . the problem,- but- 
rather the' composition of 
(be oonmhttee. 

Last week's survey by the 
British Chamber of Com- 
merce shows quite clearly 
that the UK manufacturing 
sector faces serious difficul- 
ties. The Ugh level of the 
pound and interest rates are 
putting , pressure on expert* 
ere and threatening jobs. 

British Industry only 
compete In a global economy 
by improving productivity to 


protect itself against cur- 
rency fluctuations. To meet 
* this challenge, we need an 
end to boom and bust 
through investment in plant. 
■ new technology , innovation, 

and t raining . 

To this end MSF has been 
calling for a . manufacturing 
champion* an industrialist 
with practical knowledge of 
industry, to- be appointed to 
the MP£ in place or a theo- 
retical economist. 

The object Is to ensure 
(hat the macro economy js 
managed In a rnapqw that is 
beneficial to the wealth, 
generating manufacturing 
sector. 


Roger Lyons, . . . 
general secretary, 
MSP;'- 
MSF Centre, . 

6S-S7 Morefand Street, ; 
London SGtV 8BA UK 


Number One Southwark Bridge, London SE1 9HL 
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Of mice and sheep 


A Japanese-led team of researchers in Hawaii has made the biological science 
breakthrough of the year, writes David Pitting .. . 


C ompared with the 
achievement of 
cloning Dolly the 
sheep, manufac- 
turing a few dozen identical 
mice may seem less than 
startling. But news that 
researchers have developed 
a technique to produce not 
just one moose clone, bat 
domes of clones af clones, is 
the most important break- 
through in the biological sci- 
ences this year (including 
the launch of Viagra). 

There are three reasons 
why the experiments, car- 
ried out by a Japanese-led 
team in Hawaii, are poten- 
tially more significant than 
those that created Dolly. 

First, mice are much 
easier for scientists to work 
with than sheep- (A labora- 
tory full of thousands of 
sheep does not hear thinking 
about> Mice have a a gesta- 
tion period of 20 days, 
against five months for 
sheep, so generations of 
mice can be bred much more 
quickly. Cumuhna, the first 
cloned mouse to survive, is 
only nine months old, and 
during her lifetime more 
than 50. other mice have 
been cloned (there were 22 
when the paper appearing in 
today's Nature was submit- 
ted). Ryuzo Yanagimachi, 
who heads the research 
team, has produced third- 
generation — clones 

of clones of clones. 

Second, Dolly was some- 
thing of a one-off. It took 
thousands of attempts to 
make her and the experi- 
ment has not been repeated. 
By contrast, Eff Yanagimachi 
reports a success rate of 
between 2 and 8 per cent, 
which sounds low but is 
very respect a ble hytbe stan- 
dards of genetic engineering. 

In other words, his team 
has hit upon, a dotting 
method that' is relatively 
reliable and repeatable, 
opening up the possibility of 
creating made-to-measure 
rwir-o nn a commercial mwi* 
.That could be a godsend to 
laboratories and pharmaceu- 
tical companies, enabling 
than to test potential treat- 
ments an thousands of iden- . 
deal subjects. 

Third, the cloning .tech- 
nique Rwflf might be easier 
to use in other species. Like 
Dolly, Cumuhna .was created 
by inserting the nucleus of 
an adult ceD into an unfertil- 
ised egg from which, the 



nucleus had been removed. 
But unlike in .the Dolly 
experiment, the nucleus was 
not grown in culture. 
Instead, it was injected via a 
tiny pipette directly into the 


The nucleus was then left 
to “talk" to -the egg’s cyto- 
plasm, the. “soap” of mole- 
cules and proteins that sur- 
rounds an egg’s nucleus- The 
process of dividing the single 
cell of the nucleus Into the 
billions Of cells that moke iq] 
an animal was activated by 
the addition of strontium 
chloride, a simple chemical. 
In the Dolly experiment, cell 
division was activated by an 
electric shot*. 

That , means Dr Yanagunar ; 
dii used a different method’ 
to replicate a distinct spe- 
cies. He is confident that the 
technique, which has been 
licensed to an Australian 
biotech, company called Pro- 
Bio, can be adapted to largo- 
mammals such as horses 
and pigs. . Among possible 
commercial applications. . 
ProBfo hopes to produce 

superstrains of anhnaj such 

as disease-free poultry and 
investigate the possible clon- 
ing of endangered species. 

One species that should 
not be. affected is our own. 
“Let's ta absolutely dear,” 

. says Caroline Edmonds of 
the Babraham Institute in' 
Cambridge, which contrib- 
uted to the mouse-cloning 
project. “Human cloning is.. 
just not or. the cards. It's. 

- illegal and that’s that” 

Perhaps the most exciting 


aspect of these discoveries is 
something that Dolly and 
Cipnulipa bare to cr yrpnnn-, 
In the fewhoiira.hetwren the 
injection of the nucleus into 
the empty egg and the acti- 
vation of the “something 
very drastic ; is happening", 
says Dr YapagtoachL Tt is 
w nWHthinp ma gfo- " 

Whan a ceD sefa out an life 
it is known as “undifferen- 
tiated'’; or “totipotent” - it 
-has a complete set of genes' 
with the .potential to make 
any type of cell; bone; kid- 
ney. brain, eye. oar Wood. At. 
scans paint- the cell becomes 
fixed,, or “differentiated", 
selecting what type of cell it 

is going to be (bane, kidney. ■ 
etc). Jft switches* off the vast 
majority erf genes that once 
gave it tbe potential to be 
anything. Once a cell has dif- 
ferentiated itself the process 
is . Irreversible, except In 
sane forms. af cancer." Or so 
scientists thought . ... . .. . 
-Both Daffy and Cmnultoa 
prove this fa. not SO? After 
insertion ..Into the. egg, the 
nucleus of the ceD somehow 
reverses to; its undifferen- 
tiated state, rediscovering its 
ability to generate the range 
of cellular materiaL ft pre- 
sumably does this ..after 
receiving a sjgqal or stimu- 
lus from the. egg's cyto- 
plasm. 

"For. this experiment to 
work, various .molecular 
switches must have been 
thrown,” says- Dr- Edmonds. 
“Once the nucleus has- been - 
put in the [egg;], it 
appears to reprogram . 


itself,, to start again.” 
. -The significance of that 
could be enormous. It may 
help scientists gain a better 
understanding of what 
makes people age. A widely 
accepted theory of ageing is 
that as cells make copies of 
themselves they occasionally 
make mistakes. As the num- 
ber of “mistaken" cells 
increases, the body develops 
defects. According to (his 
theory, - scientists would 
expect an animal created 
from the cell of an adult 
mouse to age prematurely 
since the genetic material 
.from which it came is old. 

Yet, according to Dr Yana- 
gimachl, Cumulina shows no 
sign of being, any older than 
she should be (ie, nine 
months). Neither does the 
.third generation of clones - 
made from the equivalent of 
grandparents* genetic mate- 
rial “The mice do not seem 
to be prematurely ageing,” 
says Dr. Edmonds. “That 
really is mind-blowing. 
Somehow they've managed 
to rejuvenate. But has the 
clock really beep set back?” 

Dr Yanagimachi’s team is 
already studying that ques- 
tion. He also believes the dis- 
covery that a cell can 
become undifferentiated 
again could help in the study 
of how some diseases work. 
Some .cancer cells become 
subtly undifferentiated as 
they replicate uncontrolla- 
bly. “If there’s, something 
wrong with a cell, is it possi- 
ble to bring it back to nor- 
mal?” asks Dr Yanagimachi. 

Wolf Reiit, head of devel- 
opmental genetics at the 
Babraham Institute, says: 
“You could speculate that, if 
you can reprogram a cell, it 
may be that some of these 
are reversible alterations to 
DNA in cancer cells, rather 
than permanent muta- 
tions . . . You may even be 
able to go in. and stop It,” 

. Dr Yanagimachi is reeling 
at these and other possibili- 
ties. So intent is he on fur- 
thering his studies, that he 
has refused to install win- 
dows in his Honolulu labora- 
tory in case his researchers 
are distracted by the sun 
and palm trees outside. “No 
one knows whether it s day 
or night outside," says Dr 
Parry. “Sometimes we just 
work right through the 
nighe Biology's future is 
being grown in a windowless 
warehouse in Haw aii . 



>j 




A 




1A* 


n 


fr* 1 


. } ** 


4- 


<1 . 


II 




- 1 !.|H 


- 1 
* 


, flt SO 


new I 


■Ao 


Kosovo de 


V N 


A 






FINANCIAL TIMES THURSDAY JULY 23 I 9?S 


. ijvu* £> IJ£&\ 


COMMENT & ANALYSIS 


M* «r \\ 



Soviet plan,, 
** tf ade J!? 


. -> 5 




StCTOH 


» 24-hour strike 


r" # 

" mi-M.i'iC’i 

*y v ' • 

5 terminated 

• . . 

r: 

H <■ 


I, ■ ■ ■ 


- - ... j - I " : * 


FINANCIAL TIMES 

-r^S^SS? London SE1 9HL 

Tel: +44 171-873 3000 Tetesc 822186 Fax: +44 171-407 5700 

Thursday July 23 1998 

Feeble signal 
on Air France 


Sometimes judges are braver 
than politicians, as the European 
(^wiTninairm demonstrated yes- 
terday. Last month the European 
Court of Justice annulled a 
FFi20bn (|3.4bn) payment by the 
French government to Air France 
in "1994. It was a heroic 
ruling. 

.Yesterday, the Commission 
flunked the same test Instead of 
seizing this opportunity to rein- 
force European competition prin- 
ciples. it reconfirmed Its support 
far the bailout. The decision sent 
a feeble signal about its wflling- 
ness to stamp out politically sen- 
sitive state subsidies. 

The Air France handout set a 
new recced in the airline indus- 
try- Despite the Commission's 
rhetoric on ending aid to ailing 
state airlines, it approved the 
deal after heavy pressure from 
Paris. The incident is a sad 
reminder of how bard it can be 
for Brussels to enforce the 
rules of the game in the face oT 
determined political chall- 
enge. . 

The lawsuit came from seven 
privately-owned European air- 
lines, led by British Airways, fed 
up with taxpayer support for 
their less efficient competitors. 
The court ruled that the Commis- 
sion had failed to justify state 
support far Air France to pur- 
chase new aircraft, or to consider 
competition outside the EU, 
particularly on transatlantic 
routes. 

Neil Kirmock, the transport 
commissioner, argued that the 


court’s ruling was narrowly 
based on le ga l technicalities. And 
no one seriously expected 
Air France to repay the sub- 
sidy. 

Nevertheless, rather than tak- 
ing the court’s decision as an 
affront to Its authority, the Com- 
mission should have allowed the 
judgment to stand. Instead, its 
action makes it look more a 
defender of subsidies than a 
watchdog. 

It is true that demands from 
state airlines for government 
subsidies have abated since the 
early 1990s. And Air France itself 
is on course far eventual privati- 
sation. None the less, the Com- 
mission's stance weakens its abil- 
ity to resist the political 
arm-twisting that Characterises 
all important EU state aid ramwt 
It has also helped undermine the 
private cases being brought 
against two other flag-carrier air- 
lines, Italy's Alitalia and Spain’s 
Iberia. 

Historically, Brussels has been 
able to look to few allies to help 
it fend off such pressures. How- 
ever, the readiness of privately- 
owned. companies to challenge 
the Air France package - and the 
court’s judgment in their favour 
- suggests that things are chang- 
ing. 

If the Commission is serious 
about imposing stricter subsidies 
disciplines, it needs to learn to 
treat -these particular critics as 
potential amen That it did not do 
so on this occasion is a sadly 
missed opportunity. 


Not so new LDP 


M 3f 


debt tops ft 


The battle for the l eadership of 
Japan's Liberal Democratic party 
is traditionally a matter of fierce 
factional infighting in which the 
concerns of the public are rarely 
given much attention. Not so 
with the stn%g!e that has fol- 
lowed the resignation of Ryutaro 
Hashimoto after theLDFs disas- 
trous defeat in the recent upper 
house elections. 

All three candidates for the 
leadership, which confers the 
right to prime ministerial office, 
have been holding a policy 
debate. And their arguments 
have been directed not at the 
Diet members and LDP regional 
bosses who will vote on Friday, 
but at the- Japanese people. 

This more open style is wel- 
come. Note, though, that the can- 
didates' chances are in inverse 
proportion to their popularity. It 
would be a considerable surprise 
if the young and charismatic Jun- 
ichiro K oizumi, a successful min- 
ister of health and welfare, were 
to cany off the laurels, given his 
declared wish to privatise the 
postal system- The post office in 
Japan is as much a social institu- 
tion as a postal service, and it 
helps drum up support for the 
LDP around the country. 

At the other extreme Keizo 
Obuchi, the un charismatic for- 
eign minister, enjoys a pre- 
eminent position in the powerful 
Takeshita faction. His proven 
capacity fbr old-style manoeu- 
vring within the treacherous 


waters of the LDP is being 
deployed to good effect this week. 

Muddying those waters is 
Seiroku Kqjiyama, a former chief 
cabinet secretary, who comes 
from the same faction as Mr 
Obuchi. His radical platform 
includes a call far higher interest 
rates, which appeals to Japan's 
high-saving households. Happily, 
the recent grant of independence 
to the Bank or Japan will prevent i 
this populist lunacy from throt- 
tling a debilitated economy. j 

Recent changes in the electoral 
system have had the effect of 
loosening factional loyalties. 
Younger LDP members will be , 
more tempted to back radicahsm. : 
But on tiie economy, all three 
candidates will respond to the 
upper house defeat by promising 
fiscal largesse. ! 

The complication lies in the 
upper house’s power to veto tax 
legislation. That can only be 
overturned by a two-thirds , 
majority of the lower house. So ; 
the LDP will be farced to treat 
with the opposition parties. Cal- 
culations as to which candidate 
is least likely to prompt the oppo- | 
.sition into forcing an early gen- i 
oral election may well influence ' 
the outcome on Friday. 

Mr Hashimoto's defeat has 
paved the way for better eco- I 
rtomlc policy. But the LDP’s 
weakened position points to polit- 1 
leal uncertainty ahead - an I 
unhelpful distraction in address- , 
ing Japan’s economic plight ] 


Kosovo deal 


Although the fighting in Kosovo 
has become fiercer, there is little 
prospect of a battlefield break- 
through. Only the Serbs have the 
militar y capacity to deliver a 
■ ' '' knock-out blow. But even If that 

did not trigger Nato intervention, 

- -sid f£r* Kosovo Liberation Army 
JlfHt * 1,u (KLA) would probably regroup 

. fbr prolonged guerrilla activity. 

The military impasse is made 
. worse by the lack erf any prospect ‘ 
of political negotiations. The 
Serbs reject real autonomy for 
Kosovo; the Albanians Insist on 
independence, while the interna- 
. ■ tional community looks on. The 
delegation of the Organisation fbr 
- Security and Co-operation in 
, - Europe left Belgrade yesterday 
empty-handed. 

,- - ' If Kosovo were in a less volatile 

part of the world, its case for 
Independence would be unan- 
swerable. The ethnic Albanian 
majority, representing 90 per cent 
of the population, has a different 
• C"! 2* 1 language and religion from its 
Serb rulers, who have become 
r more oppressive since the 
removal in 1988 of Kosovo's pro- 
vincial autonomy inside Serbia. 
Albanians have since set up a 
“parallel ** government. 

But the international commu- 
nity is right to worry about an 
- independent Kosovo, even if the 

rights of the Serbs within ft could 
be guaranteed. One anxiety is 
that it could act as a magnet to 
Macedonia’s large Albanian 
minority. Another is the 


knock-on effect on Bosnia, where 
most Bosnian Serbs have reluc- 
tantly accepted, under the Day- 
ton accord, the attempt to live 
peaceably with Moslems and 
Croats. Kosovo independence 
would offer them an excuse to 
give up the Dayton effort, in 
which the West has invested so 
much money and troops. 

What, then, is the alternative 
to outright independence? Koso- 
var Albanians would not how 
accept a return to their pre-1989 
autonomy. Nor would a democra- 
tised Serbia be likely to offer a 
solution. Most Serb opposition 
politicians are as insistent as Mr 
Milosevic cm Kosovo staying in 
Serbia. 

It may prove' impossible to 
deflect Kosovar Albanians from 
aprfdng to quit Yugoslavia. But 
first they should be o ff ered ftdl 
republic status inside Yugoslavia 
an a par with Serbs and Montene- 
grins. This would give the Koso- 
var Albanians greater rights than 
the autonomy plan 1 now being 
drafted by the US. But ft is probar 
bly Mr Milosevic’s only hope of 
undercutting Albanian support 
fbr the KLA, and Kosovo's only 
heme of avoiding extended blood- 
shed. £u the end, Nato may have 
to Kosovo over as an inter- 
national protectorate, like Bos- 
nia. Bed before this, the interna- 
tional community should pot 
pressure on Mr Milosevic to 
make a bold gesture, and then on 
Kosovar Albanians to accept it. 


Do mergers help consumers? 


John Willman argues that barriers to entry are a bigger competitive problem than a mere 

. . reduction in the number of competitors 


T he league table of the 
world's biggest corpo- 
rate deals demonstrates 
the vast scale of the cur- 
rent round of mergers. Nine of 
the 10 largest have been made in 
the past year - eight in the past 
six months alone. 

Is this good for consumers? 
President Clinton is sufficiently 
concerned to set up a taskforce to 
find out, led by Gene Sperling, 
chairman of the White House’s 
National Economic Council. The 
issue goes beyond any particular 
merger car industry to the effect 
an the economy as a whole. The 
taskforce will have to decide 
whether the merger wave will 
reduce competition or whether 
consumers win benefit if two or 
three giant companies slug It out 
far their custom In ea ch market. 

On the face of it. there is little 
to worry about: despite the 
recent spurt of consolidation, the 
share of large companies in total 
output is-not going up. A recent 
study by the City of London Uni- 
versity Business School shows 
that the share of the top 100 man- 
ufacturers in the US, UK, Japan 
and Germany rose until the 1970s 
and then stabilised. 

"There are good reasons for 
thinking the advantages of 
in manufacturing will be less, not 
more, important in future," says 
John Kay, Peter Moores Director 
of the Said Business School at 
Oxford University. “Manufiactur- 
ing processes that typically yield 
scale economies are of diminish- 
ing importance.” 

But In particular sectors there 
is a growing concentration. Many 
are consumer industries, where, 
the impact of mergers on the con- 
sumer can be studied most easily. 
These companies depend directly 
on end-users: there. are no power- 
ful individual customers to miti- 
gate any price rises that might 
result from a merger of suppliers. 

Hence if mergers are against 
consumers’ interest, you might 
expect to see it most clearly in 
these markets. Branded foods, 
spirits, cigarettes, hotels, retail- 
ing arid pharmaceuticals are all 
examples in which the market 
leaders are winning larger shares 
both by growth and by acquisi- 
tion. 

Take ice-cream, for example - 
a £30bn a year business globally 
which is growing fast as con- 
sumption in the emerging econo- 
mies increases towards western 
levels. Unilever has built a mar- 
ket share of around 20 per cent of 
retail sales by adding to its core 
Wall’s division acquisitions such 
as Mlko in France, Breyer’s in 
the US and Ebon in Brazil. 

Number two worldwide is Nes- 
tlfe which entered the business 
seriously only in the 1990s and 
has quickly grown to take 7.5 per 
cent of the world market with its 
own brand and others such as 
Gervais in France and Motta In 
Italy. No other manufacturer has 
more than 3 per cent of retail 
sales and many of the smaller 
regional or national producers 
are losing out to global groups. 

Some industries have always 
tended towards monopoly 
because of high fixed costs - 
most notably, the utilities. More 
recently, the development costs 
of making new products have 
had a guitar effect on the num- 
ber of silicon chip makers and air- 
craft manufacturers. 

And the history of capitalism 
has always been one of consolida- 
tion. as larger groups have swal- 
lowed up smaller competitors 
and markets become dominated 
by a handful of suppliers. But 
increasingly even three or four 




In with a shout 
at Microsoft 

BIB Gates has long described 
Steve Baflmer as number two at 
Microsoft, so giving him the title of 
president isn't Reefy to change 
things, at least on the Inside. But 
the man Forbes magazine called 
the General Patton of the software 
industry wflJ present a different 
face of the company. 

Microsoft is currently personified 
| around the world by nerdy Bill 
Gates. -Ballmer te the consummate 
salesman who doesn't need a 
microphone to address huge 
crowds, whipping up enthusiasm 
for the company and Its products. 
He once Injured Ns vocal chords 
while screaming encouragement at 
Microsoft’s salesforce. 

More than a business partner, he 
is also Gates's best friend. They 
met at Harvard a quarter of a 
century ago, end Baflmer has been 
at the heart of Microsoft since 
Gates hired him in 1880. The two 
are now almost Eke husband end 
wife finishing each others' 
sentences and anticipating each 
other's reactions, says a dose 
associate. 

Whiehis not to say that they 
always agree. Indeed, Ballmer's 
unique rote at Microsoft is that he 
can tell Gates when he Is wrong. 
To Ballmer, everything is right or 

wrong. Gates can see shades of 
S' 1 ®*- 

At leest Baflmer wont go the 

same way as Microsoft’s last 
president, ex-Boeing high-flyer 
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big competitors appears to be 
more than can be sustained in 
some sectors. 

A good example is the UK 
su permarkets, where four large 
chains have a national presence 
- Tesco, J. Sainsbury, Safeway 
and Asda. This is a more concen- 
trated retailing scene than most 
in Europe, yet analysts expect 
the big -four to be reduced to 
three at some stage in the 
future. 

One reason is that being in 
third or fourth position means 
costs which are unlikely to be 
significantly lower than for the 
market leaders - hut spread over 
smaller sales. Indeed, it is now 
accepted wisdom in consumer 
industries that numbers one and 
two are ffie only positions In any 
market worth having. 

The current focus on share- 
holder value provides an incen- 
tive for companies to divest 
themselves of businesses with a 
weaker market position. Profit- 
able businesses with good mar- 
gins may look less attractive 
when analysed in terms of return 
on capital employed. Selling 
them releases capital for core 
activities with stronger market 
shares and greater potential for 
Increasing returns. Often the 
highest bidder is a market leader 
in the sector, to whom the brand 
is most valuable. This increases 
concentration further. 

Thus Unilever was able to snap 
up Breyer’s and Kibon when 
Philip Morris, the international 
tobacco and food group, sold Its 
US ice-cream business in 1993 


and its Brazilian one last year. 
Campbell Soup is another food 
group that has spun off non-core 
businesses such as Delacre, its 
European biscuits subsidiary, 
sold to United Biscuits of the UK 
for $123m in the spring. 

These both reflect the trend for 
non-core divestments to end up 
in the. hands erf bigger companies 
in the sector. Another example is 
provided this week by PepsiCo’s 
acquisition of Tropicana, the 
fruit juice supplier, from Sea- 
gram which wants to focus on 
spirits and entertainment 

‘If the fourth and 
fifth companies 
in a sector merge, 
it may intensify 
competition’ 


The market power created by 
SUCb wmsflfi ri pHnn hgg tradition- 
ally been seen as a threat to con- 
sumers, making it possible for 
companies to charge more than is 
possible when competition is 
greater. Yet the paradox is that 
some of the world's most concen- 
trated markets are also the most 
competitive. 

The battle between Coke and 
Pepsi, for example, has been 
fought fiercely over decades - 
not necessarily by price cuts but 
by promotional battles and com- 
petition for distribution. Yet 


Coca-Cola has 50 per cent of 
global soft drink sales 
and PepsiCo another 13 per 
emit 

Similarly, in the US, three 
large tobacco companies with 
around a) per cent of the market 
are fighting hard for sales in a 
market that is barely growing. In 
detergents, Unilever and Procter 
& Gamble have been waging an 
unceasing soap war across the 
continents - one in which the 
consumer has been the chief ben- 
eficiary in terms of price and 
innovation, claims NiaU Fitzger- 
ald, Unilever’s co-chairman. 

As one consultant who advises 
on competition issues puts it “If 
the fourth and fifth companies in 
a sector merge, it’s not dear this 
reduces competition: it may 
intensify it.” 

There remains a danger in mar- 
kets where there are only two or 
three serious contenders that a 
leading group will establish an 
unassailable advantage over its 
competitors. 

The power of the largest groups 
globally is such that strong posi- 
tions in merely naHrmai markets 
are increasingly hard to defend. 
Frito-Lay, PepsiCo's snack sub- 
sidiary, has entered fewer than a 
dozen markets outside the US. 
But wherever it decides to do 
business, the firepower of its 
marketing mp ehmw means it rap- 
idly becomes the leading brand. 

In Australia, for example, 
United Biscuits sold its snack 
business to Frito-Lay last year 
after a concerted onslaught by 
the US company. United Biscuits 


had more than 50 per cent of the 
Australian market and Frito-Lay 
was a distant number two, but 
with annual snack sales of just 
£876m the UK group found itself 
outgunned by a competitor with 
sales of almost $10bn a year. 

The single most important safe- 
guard against overweaning mar- 
ket power, according to Mark 
Purdy of the British Consumers' 
Association, is easy access for 
new entrants. 

“This factor Is more important 
than market share," he says. 
“High market share may simply 
reflect efficiency and innovation. 
So long as new entrants can get 
into the market, there is no prob- 
lem.” 

The barriers to entry that 
alarm regulators and lobby 
groups such as the Consumers' 
Association in the UK include 
marketing practices which effec- 
tively exclude competitors. In 
Italy, for example, regulators are 
looking at Pepsi's allegations 
that it is being frozen out of res- 
taurants by the rebates Coke 
offers wholesalers in return for 
exclusive distribution. 

And in the US PepsiCo has just 
launched its first antitrust law- 
suit challenging Coca-Cola's dom- 
inance in supplying US restau- 
rants and fast-food chains. It says 
Coke has been telling indepen- 
dent restaurant suppliers it will 
cut off supplies if they distribute 
Pepsi. 

Selective distribution by manu- 
facturers has also been blamed 
for stopping sales of branded 
designer clothing and other 
goods through European super- 
markets. Manufacturers say they 
wish to control their distribution 
outlets to ensure adequate stan- 
dards of presentation for their 
brands and sales service for their 
customers. 

Retailers wanting to sell such 
goods at discount say this keeps 
prices artificially high - an argu- 
ment they appear to have lost 
with a European Court judgment 
last week restricting them from 
sourcing such goods outside the 
EU. 

Predatory pricing is another 
tactic for excluding new entrants. 
The prime example is that of 
established airlines which are 
often accused by their low-cost 
competitors of price cutting to 
drive them out of business. In the 
US, such tactics have under- 
mined attempts to reduce fores 
by deregulation as established 
carriers have seen off start-up 
airlines by matching their prices 
and swamping their routes with 
extra capacity. Once the new 
entrant is forced out, the estab- 
lished carrier withdraws the 
extra capacity and puts fores 
back up again. 

There are always barriers to 
entry in any market, ranging 
from the costs of start-up to the 
need for marketing expenditure 
to win sales from established 
brands. But there are strategies 
which can minimise the costs 
such as using a brand which has 
already been successful in 
another sector - as Virgin has 
done in marketings range of con- 
sumer products such as cola and 
pensions. 

The threat to consumers, there- 
fore, does not come from the 
merger wave itself This may pep 
up many sectors by increasing 
competition and reinvigorating 
previously moribund brands. As 
President Clinton’s taskforce Is 
likely to discover, it lies in the 
strategies adopted by some mar- 
ket leaders to inoculate them- 
selves from competitive threats 
in the future. 
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Michael Hallman, who' spent less ' 
than a year with his finger on the 
Microsoft mouse before Gates 
sacked him In 1991 because he 
“hackit enough bandwidth”. 

Gates was so addicted to the 
Minesweeper game which is 
bundled with Wmdows that he had 
it taken off his personal PC. When 
he needed a fix, he nipped Into 
Hallman's office. With Ballmer 
being such an okl buddy, his door, 
too, wffl always be open. 

Carlos’s cred 

Suspicious lot, the Argentines - 
they just don't believe official 
statements. President Carlos 
Menem 's sudden declaration that 
he would stop trying to win a third 
term produced a newspaper poll in 
yesterday showing that only 40 per 
cent befisved him. 

In the case of Menem, a keen 
student of MachiavelH, this 
scepticism may be well-founded. 
Since taking office in 1989. he has 
repeatedly outfoxed every rival, 
both Inside and outside the ruling 
Peronist party. 

The most suspicious 
comm e nt at ors suggest that 
Menem 's withdrawal is tactical, 
and that he*B re-enter the race 
That would be quite a trick, even 
for Menem. More Bkefy Is a retreat 
kito statesmanlike aloofness - and 
a bloody behind-the-scenes battle 
to deprive arch-foe Eduardo 
Duhalde of the Peronist 
presidential nomfoation. 

Duhalde, the governor of Buenos 
Aires pro v in c e, was toe man who 


sank Menem's re-rel action project 
He may find that the president Is a 
deadlier enemy whan he's working 
behind the scenes. 


Thin crust 


Japan may be hungry for change, 
but judging from the rufing Liberal 
Democratic Party’s feeble search 
fbr new policy recipes, disgruntled 
Japanese voters may have to settle 
for leftovers. 

Keizo Obuchi. the front runner 
fbr toe post has such a stale, 
crusty image he has been dubbed 
toe “cold pizza" candidate. 
ObuchTs backers say cold pizza 
can be reheated In toe microwave, 
while his critics retort that reheated 
pizza stiB tastes like an old pie. 

ObuchTs staff capped this silly 
debate by deSvering fresh pizza to 
selected members of the Tokyo 
press corps. 

It mktot all seem Dke very didl 
fare, but in a country where 
anything from tuna fish to 
scrambled eggs can turn up on 
your pizza, there might be a few 
surprises to come. 


echoing foreign criticism of toe 
country are thought to be behind 
toe resignations of Johan Jaafiar at 
Utusan Malaysia and Ahmad Nazri 
Abdullah at Berita Harlan. Both are 
viewed as supporters of Anwar 
Ibrahim, Mahathir’s deputy and 
finance minister - and potential 
rival In the next poll. 

The affair coincides with prime 
minister Mahathir Mohamad turning 
on his most vocal critic, 
parliamentary opposition leader 
Lim Kit Slang, who keeps urging 
reform and claiming that nepotism 
and cronyism are rampant In the 
government. 

Mahathir says Lim and the local 
press have been taking their cue 
from the hated foreign media. “The 
opposition are foreign agents in 
cur country,” says toe premier,* 
and they expect something for 
themselves from toe foreigners 
who are out to destroy our nation.” 

So it’s still someone Oise's fault, 
then. 


Struck off 


Press gang 


When two influential newspaper 
editors resign within a week, 
there’s often something fishy going 
on, especially If they wont say why 
they quit In toe case of Malaysia, 
it might be a sign that the 
government is tightening its hold 
on the already timid local media. 

Mahathir’s attacks on local 
media for being “negative" and 


Lots of obscure taxes are to crash 
fri flames under French budget 
measures outlined yesterday. The 
73-year-old tax on “sugar, glucose, 
isoglucose and 'nuUne syrup’ Is to 
be no more. Nor Is an aircraft or 
airship tax the government says 
had no equivalent in Europe. 

Pride of place in this fet of 
condemned Galflc levies goes to 
the tax on fighters and matches. 
Who but the French could have 
had toe Ingenuity and diligence to 
tax fire? 


100 years ago 

The KwangsJ Rebellion 
Hong Kong, 22nd July. 
According to reports from 
Canton, the KwangsJ rebeiSon is 
not yet subdued. The Viceroy 
continues to send troops to the 
scene of the disturbance. The 
Military Mandarin Wong has 
been ordered to enlist 600 
breves for toe protection of 
Canton, and 1,000 fbr KwangsL 
Admiral Kokwanmun has 
received Instructions to get toe 
fleet ready to proceed to 
Kwangsi, while Admiral Lao Yiun 
Ting has been directed to solicit 
500 braves to be held In 
readiness for an emergency. 

50 years ago 

West German State 
Agreement between the Western 
Powers and toe West German 
State Premiers on speedy 
setting up of a West German 
state is now virtually certain, 
and two German committees 
win start preparatory work on 
creation of a Constituent 
Assembly next week. Exchange 
of toe temporary Russian mark 
now to circulation in toe Eastern 
Zone of Germany and the 
Eastern Sector of Berlin for new 
bank notes will begin next 
Sunday, toe official British 
newspaper. Die Welt, reported 
yesterday. 
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Trading places 


Back In 1994 it was difficult to find a good 
ward for the dollar. The US's twin budget 
and current account deficits wee taken 
as cast-iron reasons for dollar weakness. 
US authorities badgered Japan to stimu- 
late domestic demand and target a sub- 
two per cent current account deficit. The 
present position bears some strong resem- 
blances. The US trade figures are dread- 
f ni 1 the Januar y jtffiy deficit is 40 per cent 
larger than in 1997. Japan's trade surplus 
with the US. meanwhile, 1 b 38 per cent 

M g ftpr in t>m pjj ffwithu iwin piM tO 

1997. 

There is one big difference - nobody 
can find a good wort for the yen. Only the 
ce n tr al banks an ^ hopes of sustained fis- 
cal stimulus prevent it falling further. 
The problem, of coarse, is the dire state of 
the Japanese economy. Has is why the 
yen is weak and the trade surplus large. 
Investors are therefore right, for the fore- 
seeable future, to ignore the balance of 
payments and focus an the economy. But 
this is a problem postponed, not removed. 
As the US economy starts to slow, busi- 
nessmen and politicians will grow less 
tolerant of a weak yen, and investors less 
indulgent of a large trade gap. ■ 

Meantime, much more troubling than 
the bilateral US-Japan position is the 
tepid growth of Japan's imports from 
Asia. Without a recovery in Japanese 
demand, Asia wIQ not recover. Whoever 
accepts the poisoned chalice of becoming 
Japan's next prime minister an 
onerous task. 


US bade . . .. 

■fm at ft dungs ta goods and sanfca 



to collect over gLhn in share options, pro- 
viding its share price stayed above a cer- 
tain leveL They received their bonus two 
months ago as the shares hit new highs. 

If trading has deteriorated so rapidly in 
such a short time, the market is entitled 
to wonder whether something more fun- 
damental is amiss. The group has tradi- 
tionally gro wn its top-tins at 15-90 per 
cent, ftiePed largely by acquisitions. But 
having failed to capture Computer Sci- 
ences, and with slower sales of its main- 
frame software, it now expects just 6 per 
cent revenue growth next quarter. CA has 
a lot of bridges to rebuild with its inves- 
tors. 


Willis Coroon 


Computer Associates 

Yesterday's 30 per cent drop in the 
shares of Computer Associates looks 
richly deserved. The excuses offered in 
the software group's profit warning - 
Asia and the year 2000 - are neither origi- 
nal nor credible. Other technology stocks, 
starting with Oracle, noticed their impact 
as long ago as last autumn. CA reassured 
investors as recently as April that its 
business was growing strongly and that 
Asia, accounting for only 5 per cent of 
revenues, was having no effect 

Meanwhile, of course, CA was busily 
launching thfl crnnpntwr industry's M g ff ffl tf 
ever hostile bid, a $9 Jbn offer for rival 
Computer Sciences - which it later aban- 
doned. And . Its top three executives, led 
by chairman Charles Wang, were waiting 


Few tears will be shed over the depar- 
ture of insurance broker WiHis Corroon 
from the London market. Investors were 
fed up with its underperformance and 
wary of .an industry where competition 
had ravaged premiums. The US-based 

marifttf lflfldnrH J March & Mint arman and 

Aon, had responded by gobbling np 

smaller competitors. They are now in a 

strong position to win the juicier business 
of providing specialist services to multi- 
national nHan ht 

Investors originally hoped that Wilds 
would merge with its UK-based rival Sedg- 
wick. or be tairm over. This would have 
made in terms at eutttng ^pata and 
bolstering premiums. But management 
oppos iti on haa unfortunately acted like a 
poison pill, raising the prospect of an exo- 
dus of revenue earners. Insurance oom- 


US pri v at e equity funds are flush with 
cash and on the prowl in Europe. Their 
UK ri vals should be worried. Of course, 
KKR’s acquisition of WiHis Corroon 

looks foimft by wwipwrj B Qp with the 1980s; 
not so much a case of barbarians storm- 
ing the gates as politely at the 

tradesman's Mitran^p But it is signifi- 
cant It Is KKR’s biggest deal in Europe. 
And more dawia should follow, not . only 
from km* but from otha US ftmiif , tat 
two main reasons. - - •. 

Tho funds are farfng tougher competi- 
tion in the US to close deals as they have 
to fight off trade bu yer s armed with high- 
ly-rated paper. And companies have leas 
need of private finance whan the US bull 
market provides such a keen source of 
growth capital Furthermore, US funds 
expect economic and monetary mUnn in 
euroland to spur on corporate restructur- 
ings which sho u l d throw up acquisitiaii 

opportunities. 

The US funds have an edge over UK 
flinds by virtue o f thei r size. They do not 
come bigger than KKR with its ISbnftmd. 
KKR does not need a partner to fund 
deals and does not have to share its 
returns. US buy-out firms may also spot 
opportunities in sectors that UK firms 
have te nded to avoid, such as *in«wriai 
services. KKR's deal is a case in paint UK 
venture capitalists have put people in 
Europe to hunt Hot deals. But when it 
comas to corporate culture, nmnHiwntai 
Europe be as foreign to fra British as 
to the Americana. 
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FT WEATHER GUIDE 


Europe today 

ScandriBvia wU have rain in the 
north and the south-west, but 
areas backing on to the Baltic 
and the Gulf of Bothnia wll be 
fine. Austria. Slovakia, the Ukraine 
end western Russia wB have 
thundery showers. South-eastern 
Europe and the Mediterranean wW 
be hot and sunny. Franca wffl be 
sunny wfih aoma ehoware In the 
north. The south wB be hot and 
mostly sunny. R wfll remain hot 
over Spain, but ths north-west 
wM be cooler with showers. 

Five-day forecast 

Htph pressure wtO build over 
western Europe snd southern 
Scandinavia, bringing dry and 
settled weather. A new 
disturbance wfl bring rata to 
north-western Europe on Sunday 
and Monday. Thwdery showers 
wfli continue over the Afos and 
the mountains of eastern Europe. 
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Situation at midday. Tmpanturm mutnum today. Forecast* by *BS WEATHERCENTRE 
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France in policy change 


pany dients would have been alarmed too 
- no wonder five of them are backing & 
deal that keeps wfiHs independent - 
But here ties a chia to the decent story 

that WDQlS fra y t* tOld thfl Trorricpf It 

offers an alternative to the big two in an 
industry where consolidation must at last 
swing some power back towards the bro- 
kers. Cost cutting should also keep Wi- 
lis’s operating profits rising; at less than 
10 times this year's expected figure, KKR 
is far from overpaying. And it will also 
have management thoroughly on board 
through its new equity interests. The 
baton now passes to Sedgwick either to 
Show it can , after all, create gharehnlrigr , 
value in th<> public arena, or fi nd a simi- 
larly satisfactory exit. | 


r Neol h London and 
in Paris 


Hu French government announced 
last night it was to merge state- 
owned Aerospatiale with the defence 
i nter ests of Lagardflre, the private 
sector defence and publishing group, 
and tiwrt it would em er g e with l«wg 
than a majority holding in the com- 
bined g roup 

The privatisation represents a Mg 
shift in policy by the socialist, gov- 
ernment of tj nnd Jrwjitn, the prime 
minister, is an <n n 4gt m it stop 
towards consolidation of Europe’s 
three biggest aerospace groups into 
a single unified c o m p an y; 

Under the agreement between the 
government and LagardSre, the 
latter's MMra M&nm arm vrill be 
brought together with Aerospatiale, 
with Lagard&re wuwMgwnflnt expec- 
ted to play a significant role in the 
future mmiing of the combined 
group. ~ 

LagardSre will own 30 to 33 per 
cant of the combined group, subject 
to the valuations of the companies, 
and further shares will be sold 
through an initial public offering to 
bring the French government’^ 


share to the group to below a majeav 
ity. The Frantfo. government said its 
move was in fine with tbs policy 
armnuncert last December by Lon- 
don, Bonn and Faria that Europe's, 
aerospace and defence companies' 
should be resime t u red in triar to 
create a company big enough -.to' 
compete with Boefog and Lockheed 
Martin of the US. 2hpe£s 'Said the 
move represented anr attempt by 
Furls to seize the i ni ti a tive tor tire 
eunsetidation yroceafc. ■* - 
British Aerospace, Daimler-Benz 
Aerospace (Dssa> of Germ«my r :aha 
AmtepatMe have been n^gcitisting 
fir months on the temps at Amerger 
of their ac tiviti e s . However, ~tbe big- 
gest obatade has :been the Ftasneh 
state holding in AteMfeMa 
Tbs British mid German govern- 
ments have been putting tremen- 
dous p ressure on Earls to rtilnquish 
state control of-AeroepatUtte so that, 
consolidation of the industiy could 
go ahead. BAe and Dasa have been 
et^ing towards striking a deal with- 
out watting for a change in French 
policy. ‘ v- •" V 

The amaonneemsht said there 
would be discMsions wtth Itesault 
Aviation, the femfiy-onn trolled com- 


Brussels approves controversial 
$3.3bn state aid for Air France 


By Samar Wander le I 
nd MkM Skapbriar 


Air France will not have to repay 
FFr20ta C$3Jbn) of state aid in spite 
of a Europ ea n Court ruling that the 
aid was illegal, the European 
Commission said -yesterday. 

"Cancelling the aid is feasible 
neither in law nor in practice,” said 
Neil Kinnock, European Union 
transport commlssianer. 

The Commiaskm's response to last 
month's ruling angered British 
Airways, which had led the group of 
seven idriftm* that brought the Air 
France case to court 

BA said it was "surprised and dis- 
appointed” by the Commission’s- 
announcemmt “TWs is a lost oppor- 
tunity for the Commfesian to fa»|n> a 
firm stand on »*rHne subsidies.” 

In response to the ruling, the Com- 
mission provided more detailed 
arguments on the two points raised 
by the court - Air France's purchase 
of new aircraft and its competitive 
position on transatlantic routes 


affecting competition within Europe. 
Mr Kinnock said he was "confidant 
that the proposal we. have will sat- 
iety the court”. His plan was hacked 
by another 12 cqmmiatanarst with 
three voting against 
■ Sir Leon Britten, Commission 
vice-president, who had voted 
against authorising the aid in 1994. 
is believed to have opposed yester- 
day's compromise. He hr thought to 
have argued that the Cammission 
should have consld— d'tts political 
options more thoroughly, aocardteg -' 

to C mmntelfln J f gljra i, 

Chr is Allen, BA's head of competi- 
tion and industry affairs, said the 
airline would now press the UK 
gov ernm ent to proceed with its own 
action over the Air France case. The ' 
government’s rornpiaint before the 
European Court of Justice was post- 
poned white tiw lower Court of First 
Instance heard the airlines' case. 

The government would not be 
drawn an whether it would proceed 
with its . case. “We’re going to have 
to consider the new position care* 


fttUy," it said. "We welcomed the 
judgment of the Court of First 
Instance and we're still studying 
that. We will now have to consider 
tile Commissian's statement.” 

Mr Mnnoch said the aid complied 
with EU law because it waa accom- 
panied by a comprehensive restruct- 
uring plan, which had had the 
dashed effects - rationalisation of 
4be company's business operations, 
cost-cutting, redundancies, closure 
of unprofitable routes and reduction 
ha finimdsd eoate. A partial sell-aff cf 
the: government’s stake In Air 
France is doe to begin Wii« autumn. 

Mr Khmoch also palmed out that 
the purchase by Air France of 17 
new aircraft for FFriLBbn-dW not 
Contravene the Commissian's cap on 
the growth rate of the company's 
total capacity. "The new planes 
replaced old ones and could not, 
fhmefore, be said to have increased 
the number of seats at Air France’s 
disposal,” the Cammisaion said. 
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puny which makes the Rafale fighter 
and business jets. Aerospatiale owns 
47 per cent of the grwp but the 
Dassault family has so for given 
no Indication that it is p re pared to 
co-operate tn industry re etructu r-. 
Jir ig , "■ 

LagardSre, vridch is befog advised 
-by Robert- Fleming, the merchant 
: hank, wffl put fato the hew group Its 
100 per. oenbowned defence systems 
and information activities as wen as 
tts « per cant stake fax Matra-BAa 
Dynamics, a mtesfles venture with 
British Aeroepace, its . 61 per bolding 
in Matra Marcoui ^pacs, a vatAura 
with GEC ctf the UK, mid SO par cent 
of Matr a -Nortah a communications 
■ venture. . 

Lagarifere said valuationa had yet 
to he done but it expected the 
merger to be Bamingsunbancing fiff 
. its aharriroMers. 

. The Matra/ Aarospatiale group will 
seek further ventures and other 

mm p a nlpg -piny rrrmp Jq ag Shan- 

holdera, imiw pB wiwyi* said. 

. The agreement will require the 
approval of Aerospatiale • works 

wniriffllit , T>a gar d4re AtewhuMim t 

and regulators mdndtog the Euro- 
pean Commission. ' 
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Swisscom sets out plans 
for initial public offering 

Swfsecom, Switzerland's state-owned telephone 
company, has given analysts a look at what could 
be Europe's biggest Initial public offering this year. 
The flotation of up to 49 per cent of Swisscom 
could raise about SFrtObn ($&5bn). Page 16 

Fight to revive Cendant degenerates 

The struggle to revive 
Cendant, the US market- 
ing and franchising com- 
pany whose share price 
has halved in the wake 
of allegations of 
accounting fraud at CUC 
International, has degen- 
erated Into what seems 
set to become one of 
the greatest corporate 
governance test cases 
of the decade. But Wal- 
ter Forbes (left), chairman, has made clear that he 
sees no reason why he should resign. Page 14 

Investors more relaxed over Russia 

Russia's rescue package from the International 
Monetary Fund and the apparent success of its 
T-bfll exchange scheme have reduced volatility in 
emerging debt markets and prompted Investors to 
take a longer-term view of such risk. Page 20 

Crude oil stocks continue to grow 

The gloom over world off markets showed no sign 
of fitting as the latest weekly Inventory figures from 
the US revealed continuing growth in crude 08 
stocks - even though most refineries were 
reported to have been working flat-out Page 22 

Testing times for Kerala tea growers 

Kerala, India’s least profitable tea centre, feces a 
struggle to improve the quality of its crop because 
the price of poor quality tea is falHng. Page 22 

Kenya stocks gain slight relief 

. _ Dividend buying and 

general bargain-hunting 
helped bring a slight 
recovery to the Nairobi 
Stock Exchange after 
the market fell to a 
4Vb-year low this week. 
The International Mone- 
tary Fund’s suspension 
of a key loan agreement, 
resulting high interest 
rates, alternative invest- 
ments and the onset of 


NBRtfEEMn 
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recession have all played a pert fn the sflde over 
the past 12 months. Page 32 

Yen falls as Obuchi’s prospects rise 

The yen felt again on reports suggesting foreign 
minister Kelzo Obuchi would become prime minis- 
ter of Japan. The market believes Mr Obuchi is 
less of an economic reformer than Ns two rivals. 
Page 21; Editorial Comment; Page 11 
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DTB alliance with Liffe mooted 


By Edward Luce and 
George Graham fat London 


Rolf Brener, the chairman of 
Deutsche Bank, yesterday said 
the UK and German stock 
markets could extend their 
recent alliance to thezr deriva- 
tives exchanges. 

Mr Brener, who is also chair- 
man of Deutsche Bfirse. Bald a 
tie-up between the London 
International Financial 
Futures and Options Exchange 
and. the Deutsche TerminbOrse 
- fierce rivals - would be a 
“natural follow-up” to the alli- 
ance between the two stock 
markets. “The real enemy is 
on the other side of the Atlan- 


tic, not on the other side of the 
[English] Channel. - said Mr 
Breuer, referring to the 
strength of US exchanges. 

The comments came just 24 
hours afte r Liffe appointed 
Brian Williamson as its first 
full-time chairman. Mr 
Williamson, who will step 
down as c haftrmw'n of Gerrard, 
the money market trading 
house, said he would revfew 
Liffe's strategy and would not 
rule out a ftp* with Frankfurt. 

Mr Breuer, who is consid- 
ered one of the most powerful 
offi rials in Frankfurt, said he 
could do business with the 
new chairman of Liffe. “Brian 
Williamson Is a professional,'' 


be told the Financial Times. 

The DTB, which earlier this 
year merged with So Bex, the 
Swiss derivatives exchange, to 
create Burex, is wholly owned 
by the Deutsche Bfirse. 

Liffe has recently undergone 
an upheaval in response to the 
threat from Eurex, which 
poached majority share in the 
10-year German government 
bond future, one of Liflb’s two 
leading contracts. Price compe- 
tition between the two 
exchanges has reached such 1 
levels, officials in Frankfurt 
believe costs at the DTB can- 
not be lowered much further. 

Mr Breuer also said the alli- 
ance between the London 


Stock Exchange and the Deut- 
sche BOrse. which aims to set 
up a trading platform for pan- 
European equities, would need 
the participation of other 
European exchanges. 

It has been strongly critic- 
ised by the French stock 
exchange, which says It will 
set up a rival alliance with 
other European bourses. 

“I think the whole thing 
only works properly if the 
other exchanges join.” Mr 
Breuer said. 

He warned, however, that if 
they did not. they risked see- 
ing their companies poached 
by the London-Frankfurt 
market. “In the war plan, if 


they don’t join, there comes a 
point when you go and try to 
acquire their listed companies. 
But then that’s open war. We 
would very much prefer that 
they join.” 

Mr Breuer said the Frank- 
furt exchange bad always 
believed in the desirability of 
cr eating a pan- European trad- 
ing platform- “At first, we 
thought we needed to get our 
act together with the other 
continental exchanges, and 
then we could talk to London. 
So we were more than enthusi- 
astic about the idea of doing 
the whole thing at once.” 
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Lucent 
lifted by 
boom in 
telephone 
technology 


By Roger Taylor 
in Su Ra nd taco 


Lucent Technologies, the 
world's largest maker of tele- 
phone equipment, more than 
doubled prefits before charges 
in Sts third Quarter. It was 
helped by International expan- 
sion and the rapid growth of 
integrated telephone networks 
capable of handling both voice 

mi He and data 

Excluding S668m in oneoff 
charges, net income rose to 
$435m, compared with $21 3m 
for the same period last year. 
Earnings per share were 32 
cents, up from 17 cents and 
well ahead of Wall Street fore- 
casts of 27 cents. 

The better-than-expected 
results come after a sharp rise 
in Lucent’s share price, which 
has increased more than six- 
fold since the company was 
spun out of AT&T two years 
ago. The business is now 
worth about $133bn - substan- 
tially more than its fanner par- 
ent Lucent’s shares rose !4 to 
102 % in early trading yester- 
day - against the market 
trend. 

The rise has been driven by 
the boom in telephone technol- 
ogy, including the growth of 
mobile phones and, more 
recently, the explosive growth 
of the internet TOs is creating 
demand from telephone com- 
panies for data networking 
equipment used to manage 
internet traffic, email, video- 
on-demand and the wide range 
of new uses to which tele- 
phone lines are being put 

Lucent has also benefited 
from rapid international 
expansion. Currently, the com- 
pany has only about 3 per cent 
of the market outside the US 
but is growing last Interna- 
tional growth rates were twice 
those inside the US for most 
product areas. As a result rev- 
enues grew 14 per cent to 
$7.2bn for the three months to 
June XL 

The $668m in one-off charges 

iHf«nt Technologies ' : 

Stare price a tattre- ' 
to the S&P Composite:- 

zb: ! ; _ 



mainly relate to Lucent’s 
recent acquisitions of busi- 
nesses that specialise in data 
networking equipment They 
left the company with a loss of 
$aagm for the quarter, or 17 
cents a share. 

Lucent has Identified the 
test growing market for data 
■networking equipment as cen- 
tral to future growth, but faces 
stiff opposition from the 
computer companies that orig- 
inally developed the technol- 
ogy, such as Cisco Systems. 

Bill O’Shea, head of Lucent’s 
data networking division, said 
he believed the market 
potential was worth up to 
$50bn and that this would dou- 
ble by 2002 . 

Lucent has bought a string 
of companies over the last 
year, including PromLnet, 
Livingstone Enterprises , Yurie 
Systems and Lannet, in order 
to build up its expertise in 
data networking, reflecting the 
need for telephone equipment 
companies to be able to offer 
these new. technologies. 
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A dn andng into Europe John Reeve frigMk executiwe di a irmBn at WMsComion, and PenyGoBdn of KKR, which plans mom expansion. Coin Beers 

KKR acquires Willis Corroon 


By Christopher Adams h Loadon 


Willis Corroon, the 
international insurance bro- 
ker, yesterday bowed to the 
intense pressures of a rapidly 
consolidating industry by 
going private. 

Rohlherg Kravis Roberts, the 
US-based private equity fund 
and leveraged buy-out special- 
ist, is to buy the group in a 
deal valuing it at £951m 
(Sl^TbnX 

Together with fi ve insurance 
companies, KKR is offering 
investors in Willi s 200p per 
share in cash. KKR win take a 
76 per cent stake in the group. 

Royal & Sun Alliance and 
Guardian Royal Exchange, the 
two UK-based insurers, and 


the three US insurers Chubb, 
Hartford and Travelers win 
together acquire 19 per cent 
Management in Willis Corroon 
will initially subscribe for 
5 per cent, with directors 
pledging to invest at least 
£700,000 between them. 

The deal Is the biggest 
inv estm ent to date in Europe 
by KKR, which -was formed in 
1976 and has wide-ranging 
interests that include Rhine 
Re. the Swiss reinsurance 
group, and Bristol West Insur- 
ance. a Florida-based car 
insurer. The fund has previ- 
ously owned American Re. 
which was bought by Munich 
Re two years ago, and Cana- 
dian General, an insurer 
recently acquired by General 


Accide nt P erry GcUdn, a part- 
ner at KKR, said the move sig- 
nalled further expansion in 
Europe. “We're more focused 
on Europe,” he said. 

The acquisition drew specu- 
lation about Sedgwick, now 
the only one of the world’s 
four big insurance brokers not 
to have been involved in a 
large corporate transaction 
within the past two years. 

The insurance broking 
industry, under pressure from 
slim margins and elusive pros- 
pects for growth in its tradi- 
tional business, has been 
restructuring. Many analysts 
saw Sedgwick as a potential 
partner for Willis Corroon. 
Shares In both companies 
jumped yesterday, WiZHs gain- 


ing 19p to i97M>p and Sedgwick 
rising 12%p to I46%p. 

John Reeve, executive chair- 
man of Willis Corroon, said: 
“We've been trying to change 
the group against a back- 
ground of very difficult indus- 
try consolidation." 

PDFM, which has 20 per emit 
of Willis and 235 per cent of 
Sedgwick, has agreed to accept 
the offer, but could accept 
another bid in respect of half 
of its shareholding if tiie alter- 
native is a 10 per cent pre- 
mium to the existing offer. 
Although possible, analysts 
were sceptical another buyer 
would emerge. 
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Philippine strike 
casts doubt on 
airline’s future 


By Justin Marazzi in Manila 


Philippine Airlines’ largest 
union yesterday delivered 
what could be the death blow 
to Asia’s oldest airline when it 
staged a wildcat strike. 

The action is the latest in a 
long and militant confronta- 
tion between PAL's labour and 
management. The airline ha* 
been struggling for survival 
amid the turmoil of the Asian 
economic crisis and last month 
dismissed 5,000 employees fol- 
lowing a crippling three-week 
pilots' strike. 

The Philippine Airlines 
Employees Association, which 
represents 8JX0 ground crew, 
yesterday announced an indef- 
inite strike in potest at' last 
mouth’s retr w irhment w. 

The company, which is 
chaired and majority-owned by 
Lucio Tan, the Chinese-Fili- 
pino tycoon, responded by say- 
ing: “This reckless and ill-ad- 
vised action, like a fetal blow, 
may ultimately crush P hilip - 
pine Airlines." Employees had 
been asked to refrain from stri- 
king and warned of the need to 
reduce manpower if PAL was 
to survive the regional crisis 
and the costs of the earlier 
pilots’ strike. 

“By staging this illegal 
strike, PALEA has put in jeop- 
ardy any proposed rehabilita- 
tion plan for the airline and, 
with It, our last hope for sur- 
vival as well,” PAL said. 

On Tuesday. Manila’s Securi- 
ties and Exchange Commission 
granted PAL a further 50 days 
to finalise its rehabilitation 
plan. The. arfrtfno Kan obliga- 
tions of 85.ibn pesos <$2bn), 
most of it owed to foreign 
institutions and aircraft les- 


sors, and assets of 90.6bn 
pesos. 

In an attempt to restructure 
its obligations, PAL earlier 
announced plans to cut its 
fleet from 54 aircraft to 14. 

Perfecto Yasay. SEC chair- 
man, said the ground-crew 
union's action would have an 
“adverse effect" on the rehabil- 
itation plan, adding: “We 
would like to examine very 
closely if their rehabilitation 
plan will be workable because 
of the strike.” 

The action also comes as 
PAL was creeping back 
towards offering more ser- 
vices. The airline said it had 
dispatched 19 domestic flights 
and four flights to three Asian 
destinations yesterday and 
expected normal operations 
today, with 21 domestic and 
seven international services. 

Airline analysts, many of 
whom have been predicting 
PAL’s demise since the pilots' 
strike began in June, said the 
latest move could kill off any 
hopes of recovery for the air- 
line. 

“Given the militancy of 
PAL’s unions and the lack of 
common ground between them 
and the airline. It is very diffi- 
cult to see how It can survive." 
said one analyst in Hong 
Kang. 

If It collapsed, PAL would be 
the largest Philippine victim 
yet of the Asian crisis, rocked 
by an overly ambitious $4bn 
modernisation programme 
started before regional curren- 
cies plunged against the dollar 
last year. The airline lost a 
record s.flfibn pesos in 1997, 
and yesterday said it lost 392m 
pesos last April and May 
alone. 


This announcement appears as a matter of record only. 
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Software 
group’s 
stock falls 
33% in US 

By Louise Kehon ki San Francisco 

Computer Associates shares 
plunged 33 per cent in early 
trading yesterday after the 
business software group 
became the latest company to 
warn of slowing growth and 
reported a first-quarter loss, 
after special charges. 

“We are concerned about the 
ripple effects of the Asian eco- 
nomic turmoil on our multina- 
tional clients and its potential 
adverse impact on our near 
term business,” said San jay 
Kumar, president and chief 
operating officer. 

Coupled with deferred soft- 
ware purchasing decisions as 
companies dealt with millen- 
nium bug problems, this could 
lead to slower revenue and 
earnings growth over the next 
several quarters, he warned. 

At least seven brokerage 
houses downgraded the stock 
yesterday. By midday its 
shares were down tl8 l A at 
$38%, after setting a new 12 
month low at $37%. its stock 
was the most active on the 
New York Stock Exchange. 

Late on Tuesday, the com- 
pany reported an expected net 
loss for its fiscal first quarter, 
after it granted a large stock 
bonus to top executives. The 
company took a charge of 
5675m associated with the 
award of 2&2Sm shares to its 
three top executives. But Wall 
Street was more concerned 
about CA’s warning that it 
expected slower growth in the 
second and third fiscal quar- 
ters. CA told analysts it expec- 
ted sales of mainfr ame soft- 
ware to drop by 15 per cent In 
the second quarter, against the 
same period a year ago. Main- 
frame software comprises 
nearly half CA’s revenues. 

Flat shipments of mainframe 
computers by International 
Business Machines in the June 
quarter, as IBM changed to 
new models, might foreshadow 
slow demand for CA’s related 
software, GA said. 

However, sales of CA’s soft- 
ware for networked computers, 
including its flagship Unicen- 
ter programs, sold strongly in 
the first quarter. Revenues 
from this segment were expec- 
ted to rise at a 36 per cent rate 
in coming quarters. 

For the first fiscal quarter 
CA reported a net loss of 
5481m, or 87 cents a share, 
compared with a net profit 
oF5156m, or 28 cents a share a 
year ago. Revenue rose 18 per 
cent to $1.05bn. 
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CHEMICA LS AND LIFE SCIE NCES US fiRniiP WARNS OF CONTINUING EARNjNGSJSHORTFALl UNT IL FOUR TH Q UARTER ' ■ . 

DuPont posts 12% decline in second term 




£?“£■*>“ DS dKmic^ 
7°” “ft sciences groan ves- 

“> earnings for the sec- 
^iqaartar and warned that 
“M-qnarter earnings would 
fiso fell below last year's 
level. ' 

However, the company 
said that the results of 
***ntiy introduced produc- 
fl «ty measures should show 


results in the fourth quarter. 

“Business conditions in 
the first half have been some 
of the most difficult we have 
experienced in recent years," 
said Charles Holliday. 
DuPont president and chief 
executive officer. 

“The effects of lower oil 
prices on Conoco, interest 
expense from acquisitions 
and a weaker performance in 
our polyester and crop pro- 
tection businesses were not 
sufficiently offset by a 


strong performance in white 
pigments and nylon." 

DuPont previously said it 
still planned to float’ Conoco 
later in the year. 

DuPont's earnings per 
share of 87 cents, before non- 
recurring charges, were 
down from 99 cents a year 
ago but in line with ana- 
lysts' estimates. 

Analysts had scaled back 
their forecasts two weeks 
ago when DuPont warned its 
second-quarter earnings 


would show a decline of 
between 10 per cent and 16 
per cent on last year’s sec- 
ond quarter. 

At the time of that 
announcement. Hr Holliday 
said; “Unless we see an 
improvement in energy 
prices, we are unlikely to 
meet our abjective of a fifth 
consecutive year of record 
earnings." 

Yesterday, he said: “We 
expect the challenges we 
faced In the second quarter 


to continue, exacerbated by 
slowing volumes from the 
growing effects of the Gen- 
eral Motors strike and the 
Asian financial crisis." 

DuPont has blamed a wide 
range of factors for its prof- 
its downturn, includi ng the 
weather, lower demand In 
the textile industry and pric- 
ing pressures in the US crop 
protection market. 

Met income for the second 
quarter totalled Jlbn, down 
12 per cent, before non- 


Cendant struggle set to turn into test case 


Corporate structure could make it hard to 
force chairman out despite audit findings, 
write John Authers and William Lewis 


T he struggle to revive 
Cendant, the US market- 
ing and franchising com- 
pany whose share price has 
halved this year in the wake 
of allegations of widespread 
accountin g fraud, degen- 
erated in the last week into 
what seems set to become 
one of the greatest corporate 
governance test cases of the 
decade. 

Walter Forbes, the former 
chief executive of CUC Inter- 
national, the direct market- 


According to an 
announcement 
by Cendant last 
week, more than 
half CUC*s profits 
last year were 
created by either 
deliberately 
misleading or 
erroneous 
accounting 


ing company where the 
accounting irregularities are 
alleged to have taken place 
over a three-year period, is 
currently the chairman of 
Cendant. 

According to an announce- 
ment made by Cendant last 
week, more than half of 


CUC's profits for last year 
were created by either delib- 
erately misleading or errone- 
ous accounting. 

Mr Forbes is due to take 
over as chief executive at 
the end of next year under 
last year's merger agreement 
bringing CUC together with 
HFS, the hotel and real 
estate franchising company, 
to form Cendant. 

Several shareholders are 
demanding his resignation, 
saying this is necessary to 
restore confidence In the 
stock. 

But Mr Forbes, who is not 
currently available for inter- 
view. has made clear he sees 
no reason why he should 
resign. 

There has been no sugges- 
tion thus far that he was 
aware of the irregularities. 

Corporate governance 
advocates now believe that 
both the structure of Cen- 
dant’s board, and the sever- 
ance package laid out for 
him in the merger agree- 
ment, could make it prohibi- 
tively diffi cult to force him 
to go. 

Mr Forbes now appears to 
be In a state of undeclared 
war with Henry Silverman, 
the current chief executive 
and former head of HFS, 
who has taken a lead In 
investigating the fraud alle- 
gations and making them 
public. 

Mr Forbes has retained a 
separate public relations 



Walter Forbes, chairman, (left] and Henry Stverman, chief executive 


company and legal firm to 
advise him. 

Mr Silverman refuses to 
comment on Mr Forbes's 
position, saying only that 
this is a matter for the board 
oF directors. 

But 80 per cent of Cen- 
dant's directors would need 
to vote for Mr Forbes to be 
dismissed. 

As half the directors have 
been drawn from CUC. this 
is unlikely. 

F urthermore, details have 
emerged of Mr Forbes's 
contract of employment. 
According to Cendant's lat- 
est proxy statement, he 
would be entitled to a multi- 


million-dollar pay-off if be 
left without becoming the 
chief executive. 

However. Mr Forbes is not 
without his supporters. 
Some criticise Mr Silver- 
man's decision to publicise 
his latest estimates of the 
amniintfag irregularities last 
week, several weeks ahead 
of a scheduled meeting of 
the company’s audit commit- 
tee. They say he may be 
attempting deliberately to 
undermine Mr Forbes's posi- 
tion. 

The decision to publicise 
the estimates followed a 
sharp reduction in Cendant's 
share price last Monday, 
leading to allegations that 


they bad been deliberately 
leaked. 

Ernst & Young. CUC’s 
auditors, said this week that 
it could not comment an the 
material misstatements 
which had been uncovered 
in CUC’s accounts. 

Ernst & Young said: 
“While claims of fraud have 
been made, no one has pro- 
vided specific details about 
how this fraud was accom- 
plished. by whom, or in what 
amounts." 

It added; “From informa- 
tion provided by Cendant 
to the media, it appears that 
efforts may have been taken 
to deceive the auditors.” 


Mobil, Amoco 
facing cutbacks 


By Christopher Parims 
fti Los Angelas 

Mobil and Amoco may have 
to cut costs and capital 
spending to improve profits 
hit by the lowest oil prices in 
12 years. 

Mobil, reporting a 25 per 
cent drop in second-quarter 
earnings yesterday, said the 
uncertainty over the pace of 
economic recovery in Asia 
and the outlook for oil sup- 
plies obliged it to focus ou 
“self-help" initiatives. 

Amoco, which saw its net 
Income more Qtsm halved to 
5287m. said US oil prices 
were more than 55 a barrel 
lower than last year. “We 
are not satisfied with tbe 
current level of earnings.” 
said Laurence Fuller, chair- 
man. It might be necessary 
“to further reduce costs and 
the pace of capital spend- 
ing”, he added. 

The warnings followed 
similar cautions from Tex- 
aco. which this week said it 
might have to defer spend- 
ing plans. 

Mobil’s earnings per share 
of 81 cents were in line with 
analysts' estimates, and 


compared with 51.06 last 
time. Allowing for extraordi- 
nary items, which included a 
charge for the group’s Euro- 
pean refining joint venture 
with British Petroleum, 
earnings were 79 cents. 

This venture, one of the 
“self-help" measures 
designed to reduce the part- 
ners * costs, contributed S90m 
In savings during the- quar- 
ter, Mobil said. 

Luclo Noto, group chair- 
man, said that such mea- 
sures had contributed about 
5200m to earnings in the first 
half, and credited them with 
preventing earnings falling 
even lower. 

The group's oil production 
fell during the quarter in the 
UK, Nigeria and Norway, 
compounding the effects of 
the price declines, and earn- 
ings from exploration and 
production dropped from 
5458m to 5223m. 

The company said Its 
long-term objective was still 
to increase output by 4 per 
cent a year. 

Lower margins for poly- 
ethylene and paraxylene led 
to a $33m fall in earnings 
from chemicals to $58m. 


Chase and Citicorp 
shrug off Asia losses 


By John Anthers 
in New York 

Wall Street seemed 
reassured yesterday that the 
largest US international 
hanks had weathered the 
Asian crisis, with strong 
revenues from trading, and 
In some cases from retail 
banking. more than 
offsetting credit losses in the 
countries which sought help 
from the IMF. 

Chase Manhattan. Citicorp 
and J.P. Morgan, the three 
US banks with the largest 
Aslan exposures, all boosted 
second-quarter earnings per 
share by more than 10 per 
cent, while engineering 
dramatic reductions in their 
exposure to the region. 

Analysts suggested that 
strong trading revenues, 
which had rebounded after 
heavy falls when several 
Asian currencies devalued in 
the fourth quarter last year, 
had allowed tbe banks to 
“earn their way through" 
the crisis. 

Diane Glossman, hanking 
analyst at Lehman Brothers, 
said: “They are earning their 


way through the Asian crisis 
without a hitch. That's a 
very significant issue which 
will ultimately be reflected 
in their valuation." 

J. F. Morgan, which 
provided the most detailed 
record of its Asian problems, 
has reduced its exposures to 
counterparties in Indonesia, 
Malaysia, the Philippines. 
South Korea and Thailand to 
53.4bn, down 44 per cent 
since the beginning of the 
year. 

Net charge-offs of bad 
debts during the second 
quarter were 583m, mostly 
due to counterparties in 
South Korea and Indonesia. 
In spite of taking some 550m 
in losses on the sale of 
investment securities. 
J. P. Morgan still registered 
total return on proprietary 
investing and trading of 
569m - up from S59m in the 
equivalent quarter of 
1997. 

Citicorp incurred credit 
costs of 593m in its emerging 
markets business during the 
second quarter, mostly In 
Indonesia and Thailand. 
This was a big increase on 


the 534m incurred in the 
second quarter last year. 

Chase took total net 
charge-offs in Asia of 5123m. 
and reduced its total 
exposure to Indonesia, Korea 
and Thailand to 56-2bn - 38 
per cent below Its level 
at the beginning of the 
year. 

Marc Shapiro, Chase's 
chief financial officer, said 
he was “cautious" about the 
future for Asia, hut added: 
“Unless the Asian financial 
situation deteriorates from 
here, you should see things 
getting better rather than 
worse as for as earnings are 
concerned.". 

All the banks noted a 
“flight to quality", with 
Citicorp adding 54-3bn in 
customer deposits, an 
increase of 30 per cent in 
local currency terms, in the 
Asia-Pacific region and 
Japan. 

Morgan was able to 
increase its market-making 
revenues by 21 per cent in 
the second quarter, partly 
because of increased client 
flows in Asian local 
markets. 


recurring items. Sales of 
51I.lbn ..Were flat when 
adjusted for divested 
operations. 

Underlying earnings at 
Conoco slid 27 per cent to 
5 180m, resecting a decline is 
crude oil prices, while life 
sciences earnings were 
5251m - up 3 per cent. 

Shares in DuPont, which 
has been building its life sci- 
ences business, slipped $1/4 
to $65% in morning trading 
in New York. ■ 

Telmex 
‘close to 
deal 9 on 
charges 

By Henry Tricks 
In Mexico City 

Telmex, Mexico’s dominant 
telecommunications group, 
said yesterday it was close to 
agreement with competitors 
on lowering rates it charges 
them to use its local net- 
work. It was also negotiating 
new international rates with 
US earners. 

The level of Telmex's 
interconnection rates have 
brought a storm of criticism 
from its rivals this year, 
with some saying they are 
among the highest in the 
world. 

They were, however, fairly 
immaterial to Telmex’s solid' 
19 per cent rise in profits in 
the second quarter to 8£42!bn 
pesos (5395m). Interconnec- 
tion fees amounted to just 
310m pesos. 

Adolfo Cerezo, finance 
director, said Telmex was 
offering to backdate a drop 
in the fees to May this year 
rather than waiting until 
Tiw»t year as scheduled. 

Telmex was so confident 
agreement would be readied 
on the decline to 3.15 US 
cents a minute from 5 cents, 
it had calculated its second- 
quarter results using tbe 
lower figure since May, he 
said. 

However, Mr Cerezo was 
Taws upbeat on the interna- 
tional settlement rates it is 
negotiating with US carriers 
on calls to Mexico. In the 
second quarter, Telmex 
hooked 5130m from the set- 
tlement rates, down from 
5164m in the same period in 
1997 because of a 2 cents 
drop this year In the tariff, 
to 37-5 cents a minute. 

Its US competitors AT&T 
and MCI are demanding - far 
steeper reductions before 
reaching a benchmark rate 
of 19 cents a minute in 2000. 
and they have been sup- 
ported by the Federal Com- 
munications Commission, 
the US regulator. 

Telmex is under pressure 
to be flexible in order to 
obtain an FCC licence to 
operate in the US. Mr Cerezo 
said Telmex had made provi- 
sions in case it is forced to 
go below 87.5 cents. Analysts 
expect the rates to fell to 
about 33 cents. 

Mr Cerezo said local busi- 
ness, where Telmex still has 
a monopoly, was thriving, 
even as competition weighed 
on its long-distance 
operations. 

It sold 32m public tele- 
phone cards in the second 
quarter, a 33 per cent 
Increase over the same 
period lost year, making it 
the second biggest seller of 
phone cards in the world 
after France, he said. 

The Tel cel cellular subsid- 
iary saw the number of sub- 
scribers soar 80 per cent 
year-on-year to 1.52m. 


Eli Lilly boosted as 
Zyprexa sales double 


AlliedSignal chief 
seeking acquisition 


By Tracy Corrigan ^ 

Strong sales growth in 
Zyprexa, Eli Lilly's schizo- 
phrenia drug, helped boost 
the US drug company’s 

second-quarter earnings, 
reported yesterday. Lilly's 
net income rose to H&i-am, 
up 18 per cent on normalised 
1997 numbers, on sales of 
52JSbn, up 19 per cent 

The normalised 1997 earn- 
ings exclude the impact of 
the write-down of PCS. a 
business sale, and litigation 
costs. 

Zyprexa sales of 5327m, led 
by a strong showing in tbe 
US market, were up 110 per 
cent on the second quarter 
of 1997. Launched 21 months 
ago. Zyprexa sales in the US 
have exceeded $lbn to date. 
The company is close to 
completing research which 
could lead to ftirther label 
I ndicatio ns for the treatment 


of psychoses associated with 
Alzheimer’s dementia and 
the treatment of Parkinson’s 
disease. The company bas 
already sought approval 
from the US Food and Drug 
A dminis tration to market 
the drug for the treatment of 
manic depression or bipolar 
disorder. 

However, analysts said 
that the performance of 
Evista, the osteoporosis 
treatment, had been disap- 
pointing. The recently 
launched drug had sales of 
5153n in the second quarter. 
However, the company to 
also hoping to gain new indi- 
cations for Evista. including 
breast and uterine cancer 
and osteoporosis prevention. 

“They are spending a lot of 
money an research and 
development", to gain 
new indications for 
drugs, said Alex Zisson, 
pharmaceuticals analyst at 


Hambrecht & Quist 

Prozac, its blockbuster 
drug for the treatment of 
depression, continues to per- 
form well in the US, where 
sales rose 16 per cent to 
5530.5m. However, sales out- 
side the US fell 2 per cent 
to 5135.9m. as a result of 
“unfavourable exchange 
rates and continued competi- 
tive pressures". 

Mr Zisson said competition 
outside the US was mount- 
ing because the drug has 
started to come off patent 
Lilly is currently working on 
a new proprietary Prozac for- 
mulation, at least one combi- 
nation of Prozac with 
another proprietary drug 
and one or more new cbemi- 
cal entities for depression. 
Prosic could lose its patent 
In the US in 2001, but the 
company is confident 
another patent which runs 
to 2004 to enforceable. 


By DanieJ Bdgfer and 
Richard Waters In New Ytxfc 


AlliedSignal is looking for 
an acquisition that would 
form a “third leg" to comple- 
ment its aerospace and mate- 
rials businesses. 

Larry Bossidy, chairman 
and chief executive of the US 
manufacturer, said in an 
interview: “Strategically, we 
need a third leg to balance 
the group and deliver the 
consistency of earnings the 
market expects." The deal is 
just as likely to be in Europe 
as in the US, he added. 

The group to one of the 
world's top suppliers of aero- 
space parts, as well as pro- 
viding repair and overhaul 
services for airlines. It also 
owns an electronic materials 
and speciality chemicals 
business. But over the past 
two years It has sold the 
largest parts of its cyclical 


automotive component inter- 
ests, once the largest divi- 
sion, to focus on more stable 
after-market businesses. 

Any acquisition would 
have to be in a related area 
of manufacturing, have a 
strong technological base 
and good market shares, Mr 
Bossldy said. He added that 
he would rather buy into a 
new business than expand 
his existing divisions: “Get- 
ting bigger in our current 
businesses would not give us 
the diversity and consis- 
tency that a multi-product 
company like us needs.” 

AlliedSignal missed Wall 
Street's earnings estimates 
for the third quarter last 
year by a cent due to prob- 
lems in its automotive busi- 
ness. Although earnings per 
share still grew 16 per cent 
the shares have sharply 
underperformed the stock 
market since. “We are being 


punished for not being con- 
sistent" said Mr Bossldy. 

His model is General Elec- 
tric, the US engineering and 
financial services group for 
which he used to work under 
chairman Jack Welch. “GE 
may be a little broad for us," 
he said. “But if you look at 
their multiple of 35 times 
[earnings] compared to our 
20 times, that is a reward for 
diversity and consistency-” 

With most of its manufac- 
turing capacity in the US - 
though overseas sales 
including indirect exports 
amount to 38 per oent of the 
total - tbe group to keen to 
build its operations in 
Europe and Asia. “If you 
look at where we have 
bought in the last three 
years," said Mr Bossldy. “It 
has been more in Europe 
than the US." 
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Daimler sees 

further savings 

from Chrysler 


By Haig SanontaD andJSMd 
TaR In St mamas, Ontario . 

jufgen Schrempp, chairman 
of Daimler-Benz, conceded 
yesterday that the original 

estimates for cost-savings 
from the $40bn merger with 
Chrysler erf tbe US, could he 
“rather conservative 4 ’. 

Speaking at the launch of 
Daimler’s new North Ameri- 
can SterHngiruck brand, Mr 
Schrempp said the initial 
estimates had been based on 
the work of a “handful of 
people” as the two compa- 
nies first negotiated the 
merger arrangements. Since 
then, Daimler and Chrysler 
executives had held many 
more detailed meetings. 

When the deal was 
announced in early May, 
Daimler and Chrysler said 
they expected savings of 
about 51.4bn in tbe first 
year, and about S3bn annu- 
ally over three to five years. 

About one-third of those 
savings were likely to come 
from combined buying and 
logistics efficiencies; one- 
third from sales distribution 
synergies; and 15-20 per cent 
from joint product 
development - 

Mr Schrempp also con- 
firmed yesterday that Daim- 
ler had been contacted by 
authorities about possible 
insider trading in Chrysler 
shares prior to the merger’s 
announcement. “We have 
been informed and will 
co-operate fully,” he said. 

Separately, Mr Schrempp 
stressed Daimler-Benz’s com- 
mercial vehicles division 
would remain crucial to the 


group after the takeover of 

Chrysler. . also 

His group wouldateo 

. shortly confirm its entJ Z_. 
the “super luxury^ Iff JJJfJf 
ket with its Maybach brand 

The announcement, prora 

bly to coincide with half- 
year results next week, wif 
-intensify growing competi- 
tion with Volkswagen after 
tbe German rival’s 
tion of Rolls-Royce Motor 
Care of the UK- 
Mr Schrempp said ram* 

with Chrysler were progress- 
ing on schedule, with execu- 
tives from the two compa- 
nies concentrating on issues 
such as the pooling of inter- 
ests, tax, and inclusion on 
important stock indices. 

The deal is expected to be 
approved by shareholders on 
September lfi. though he 
conceded it was proving “an 
interesting job to meet the 
deadline". 

Mr Schrempp said the two 
. had decided not 

to start negotiations with 
potential Asian partners 
until their own deal was 
completed. It would “not be 
wise” Jo talk to an Asian- 
manufacturer yet 

However, he confirmed 
Daimler-Benz's separate 
laika with Nissan Diesel, the 
big Japanese truckmaker 
controlled by Nissan Motor, 
were proceeding smoothly. 
Tbe negotiations concern 
potential joint products, as 
-well as co-operation on pur- 
chasing and manufacturing. 

Nissan has said the discus- 
sions could Include the sale 
of its 40 per cent stake in 
Nissan Diesel 


NEWS DIGEST 

IN^IRANCE V ‘ 

Allstate up 38% in spite of 
higher catastrophe losses 

Allstate, foe largest quoted US personal lines insurer, 
yesterday announced strong earnings for tbe second quarter, 
.with a gain of 38 per cent in net profits to 5885m compared 
With foe second quarter of last year. The company achieved 
fo*3 despite being hit by higher cat a strophe losses than 
expected, due to storms In the US during May and June. 
After-tax catastrophe tosses were 5197m for the quarter - 
more than double foe $79m reco rd ed In the second quarter of 
last year. 

Allstate's results follow a warning on profits from Chubb, 
another large US Insurer, which said cat a strophe, losses 
meant that Its earnings would be below the level recorded in 
the second quarter last year. Travelers Property Casualty, the 
insurance arm of Travelers Group, also announced this week 
that it had suffered higher catastrophe tosses than expected. 
Severe weather losses reduced their earnings per share, 
which totalled 78 cents, by 6 cents. In the equivalent quarter 
of 1997, catastrophe tosses had only reduced earnings by 1 
cent per share. 

Total property liability revenues for Allstate were up 5.8 per 
cant to $5.48bn, continuing the trend for slow growth for the 
US Insurance sector. Jerry Choate, Allstate's chief executive, 
deserfoed the marketplace as “increasingly competitive”. 

John Authors, New York ' 

F OOD ’ 

Shake-up hurts Nabisco 

Nabisco, the US foods group, registered a $200m loss In foe 
latest quarter, as a restructuring charge and weak domestic 
biscuit sa/es took their toll. The company, which had warned 
of foe problems a month ago, turned In a 29 per cent decline 
in underlying net income, before foe impact of foe $406m 
charge. Nablsco's shares, which fell sharply a month ago on 
warnings about the weakness, fell another $1 yesterday morn- 
ing on the news to trade at $3756. 

Domestto business sales fell by 5 per cent to $864m, while 
revenues from the grotp’s domestic foods division and inter- 
national operations also fall sfightiy. As a result, total revenues 
declined by 3 per cent to $2.13bn. Underlying net income fell 
29 per cent to 572m, or 27 cents a share: including the 
restructuring charge, foe loss amounted to 76 cents a 
share. James Kilts, the recently appointed chief executive, 
called the results “disappointing”. 

Richard Waters, New York 

B ANI0NG 

Travelers investors back merger 

Travelers Group shareholders have approved a plan for the 
company to marge with Citicorp in a deal worth $70bn, a 
spokeswoman said. Citicorp shareholders were also expected 
to approve foe merger yesterday. The largest merger in his- 
tory will create Citigroup, combining Citicorp's commercial 
and consumer banking franchise with Travelers, an Insurance 
and Investment banking powerhouse. The deal, which still 
awaits approval by the Federal Reserve Board, Is expected to 
close fri the third quarter. AP-DJ, New York 


RESEARCH^ 

Deutsche in Birinyi link 

Deutsche Bank Securities.has entered an agreement with Birt- 
nyi Associates, a market analysis boutique, under which the 
firm will provide equity and equity Index research to Deutsche 
Bank and its global customer base. Laszto Birinyi, its founder, 
will become Deutsche's global equity trading strategist Birinyi 
Associates wffl remain an independent firm. 

Mr Birinyi said foe agreement provided “an opportunity to 
share our approaches and ideas with an Increasing customer 
base”. He described foe firm's agreement with Deutsche as 
"a consulting reiaiionship” and said fus firm would no longer 
do such work for other brokerages. Birinyi Associates, 
in Greenwich, Connecticut employs n staff. 

Tracy Corrigan, New York. 

Comments and press meases about international 

companies coverage can be sent by e-mail to 
foiematxMar.cafflpantosQft.com 


j -X 

.7 





eiaJfcri z- •• - 

- a . rv uX 1 - 

m. 


£> )J5^] 


/jgr. 


‘ . .. - . : :',•■■■• i 


31 






s e«s 


FINANCIAL TIMES THURSDAY JULY 23 1 998 






?*) % 


IP****-? *-w t 

i. qwm ■>,**, 

. . 

-! 

4 V. V:>- •- i 
*£*■ 

-v 

''^'-1 5 a i . x _ . L 
fffc* v- v-y V 

K s -4 ; '-<: •.* > ; 

t£1' Ts j '._ . . 

- ■. . . 

B«.- .-•:**■ =..«-. 
iri^.h-r «•••!.:•. 

HhiftAk. 

r»B -- '-•- 

ii. jti.il. .. ...... .- 

afrT?.’i *•■- 


>*• 


w^. iV--:- 
«i **S--ssw i 
+ <***.■: v 

i'. •HV-'w ... -a 

■" j... -. • - 

**, .-J *s"ir- 

SLS is "TT," V= • 

V ^ : _r. .• 

is-li.': ..*•*•. 

‘ i<s ’T . '•- 

tfUswr. 

if- .■■.■*.’ 
f C_ v.vr; -. : . 

- . ■‘V ’ - r *-''?. ■■■■ 


. .' “ * 

-*7H 



ittNci 


(state up 38°o in sj^ 
jtier catastrophe Ik’ 


m 

© 




4*' ----- ■■ 

:>«-•' -v* 

M*; 

#**■ >■ ■>*• •• 

!►' ’<*Vr< i * ' 
* ** - -.•■?.• • 

sf>> r*' 4 ' ' ’’ 
*r#r •• 

4 ]***■■■■ i--' ■■■:•■ 
-■• v ** * ^ • 

-ar-w—v 
sfle r r ■■- * 
ijt *■ 

ifr ftr '••rvr. • 


» 


*kf?*up fKi'IS 




: »* ‘ 

jS..i>r-*'+ > * 

ZF7SW**~ : - 

» ; • r ■' 
flw'j v 4 C. • ■ ' 

*► ••-'*• • 

FT-S* ~~ 

'•»•'*• 
s : - 

•«***• •' • 
n* : ‘ ■*>**' 

***** •' 
ft -r-- 

*r - • 

c “*•-*•* •• 

^* #•**--* •*- 


I Wtef fr «? 

ippjrcs' v> - - •'■'' • 


. hj.H ■ 


ii.ll,. 


.r V i 



Dresdner Kleinwort Benson is acknowledged 
to be a leading force in the privatisation 
process. In 1997, we advised on 54 
privatisations in 24 countries. We pioneered 
the modern bookbuilding system. We have 
helped to reshape many of Europe’s major 


. businesses and we continue to be leaders 
in matching public sector projects with 
international investors. 

For further information, contact 
Frankfurt on Tel: +49 69 263 7554 or 
London on Tel: +44 171 475 6016. 


i'r-. - - 



in ** 


; 


**& * :< ** *■ ■ ■ '■* ■ 

■■ " 

• '■ - 

-S '* 

■■V ■»* -* «■ * • '■ 

m vft- ' 






Issued in the UK by Kleinwort Benson United, 
regulated by SEA. 

Member of the Dresdner Bank Group. 
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COMPANIES & FINANCE: INTERNATIONAL 


EHTERTAIMMEH T ANALY STS SPECULATE SEAGRAM MAY ATTEMPT TO REDUCE BID PRICE FU R THER FOLLOWING FAIL IN PROFITS 

PolyGram tumbles to FI 23m in quarter 







By Mcb RawsOnm 

PolyGram, the Dutch 
entertainment group lor 
which Seagram of Canada 
has bid US810.4bn, yesterday 
repeated a steep fall in sec* 
ond-quarter net Income, to 
FI 23m ($n.4xn) against 
FI 148m In the same period 
last year. 

The Call reflects the uncer- 
tainty caused by Seagram's 
surprise bid, which is expec- 
ted to lead to substantial job 
losses after it merges Its Uni- 
versal Music subsidiary with 
PolyGram’s music interests. 


Seagram has already rene- 
gotiated the price of its offer, 
originally pitched $200m 
higher at SlQSbn, with Phil- 
ips, the Dutch electronics 
company that owns 75 per 
cent of PolyGram, to allow 
far the profits deterioration. 

Analysts speculated yes- 
terday that Seagram, which 
recently cleared the deal 
with US anti-trust regulators 
but laces a delay of several 
weeks before clearing it in 
Europe, might try to reduce 
the price again. If Poly- 
Gram's condition worsens. 
However, Seagram would be 


linahlg tO dO this nfl lflSS It 

could prove there has been a 
"materially adverse change" 
in the business. 

The fast-changing nature 
of the music industry means 
PolyGram's record labels 
and music publishing inter- 
ests may find it difficult to 
sign acts or nfinnh new deals 
while their future is in 
doubt There is also a risk of 
artists refusing to release 
material until the restructur- 
ing is completed, or trying to 
exploit the situation by 
demanding higher royalties 
or advances from PolyGram. 


Jan Cook, former finance 
director who became chief 
executive last month after 
the departure of Alain Lfevy, 
PolyGram's former presi- 
dent, said he hoped the 
‘remaining approvals will be 
granted as quickly as possi- 
ble for the benefit of our art- 
ists and employees". 

PolyGram, which had 
reported a downturn in the 
first quarter, mustered a 
modest increase in net music 
sales from FI 2.08bn to 
F12.12bn In the three' 
mont hs to June 30. However, 
it s offered a sharp fall in 


music operating income, 
from FI 276m to FI 167m. The 
results were affected by 
Asia’s economic instability, 
and higher marketing costs. . 

Second-quarter bestsellers 

included Hanson’s 3 Car 
Garage and DUX'S It’s Dark 
And Hell Is Hot , both of 
which sold more than 1m 
rarits. Previous releases by 
Andrea Bocelli. Shania 
Twain and All Saints also 
continue to sell well. 

PolyGram expects releases 
by Sheryl Crow, Bryan 
Adams, Jacky Cheung and 
The Cardigans to be among 


. its strong sellers daring . the 
second half of the year. 

The group's fHm: and- tele- 
vision division, which has 
been put up for sale by Sea- 
gram for a tentative' 1750m, 
saw net sales rise to Fl 250m 
from FI 240m during the sec- 
ond quarter. However, its 
operating loss deepened. to 
FI 99m from FI 42m. 

The film division, which 
has attracted imarea from 
about 20 bidders including 
Canal Plus of France and 
Carlton, the UK . media 
group, ;ls oot scheduled to 
break even until next year.- . I 


BCHup 
32% at 
midway 
despite 
provisions 

By Ton Buns in Madrid 


Banco Central Hlspano, the 
Spanish banking group, yes- 
terday posted first-half net 
profits of Pta33bn (3218ml, 
up 32.1 per cent on the same 
period last year, in spite of 
setting aside Pta36.7bn for 
genera] provisions. 

The bank's earnings 
strength came from an 
improved balance sheet, fol- 
lowing a rights issue In 
April which raised 
Ptaie&Sbn. 

The fresh funds reflect 
ambitious plans for acquisi- 
tions in Latin America and 
of industrial assets in Spain. 
The results indicate BCH 
will comfortably meet its 
1998 profit target of Ptatsbn. 

The advance was fuelled 
by improved margins in the 
core banking business. Net 
interest Income rose 14 per 
cent, year-on-year to 
Ptal59bn, and operating 
profit climb ed 13S per cent 
to PtaTSbn, in spite of a drop 
in trading jnmme 

The quality of the balance 
sheet was underlined by 116 
per cent coverage of non- 
performing loans, excluding 
mortgage-backed loans, 
against 92 per cent In the 
first half last year. The ratio 
of doubtful and bad debts to 
the total loan portfolio was 
just L8 per cent 

Provisions for loan losses 
dropped 16 per cent to 
Pta35bn. but recoveries and 
released provisions rose 19 
per cent year-on-year to 
Pta262bn. 

The high general provi- 
sioning allocation was put 
aside as a cushion for possi- 
ble acquisitions and future 
goodwill amortisation. 
Adding the fresh funds from 
the rights issue to unrealised 
capital gains, the group has 
a capital surplus of PtaSOObn 
for new investments. 

Earlier this week. BCH 
paid about 8180m for a 90 per 
cent stake in Banco de Santa 
Cruz, the biggest In Bolivia. 
The group has a strong posi- 
tion in Latin America 
through its partnership with 
Chile's Luksic group, and is 
now eyeing acquisitions in 
Argentina and Brazil. 

International business, 
which includes stakes in 
Banco Comerdal Portugufis, 
Germany's Commerzbank 
and Banqoe Comercial du 
Maroc, as well as Latin 
American partnerships, con- 
tributed 31 per cent to group 
profits. This is expected to 
rise to 35 per cent 

In Spain, BCH plans to 
buy into Retevisldn, the 
country’s second telephone 
carrier, and will step up 
investment In utilities 
through an ongoing alliance 
with Endesa, the domestic 
power group in which It 
holds a 3 per cent stake 
• Banco Santander said 
yesterday It would push 
ahead with plans to raise Its 
capital by Pta2£4bn (3i6J2m) 
through a special l-for-50 
bonus share issue to inves- 
tors, reports AP-DJ from 
Santander. It also said it 
would be the first Spanish 

bank to issue euro-de nomi- 
nated convertible debt, with 
two PtaSObn bond issues. 


Acer earnings growth hurt by Asia crisis 


By 


Acer of Taiwan, one of the 
world's biggest makers of 
personal computers, has 
warned of a slowdown in 
profits this year because of 
the Asian 'financial crisis. 

Stan chairman and 
chief executive, declined to 
give a detailed forecast but 
said earnings growth this 
year would be less than in 
the past 

Mr Shih said during an 
interview in London that 
Acer had been affected by a 
reduction in demand for its 
computers and other prod- 
ucts from Asia, which last 
year accounted for about 40 
per cent of its $6Sbn sales. 

The depreciation of the 
Taiwanese dollar against the 
US dollar, the currency 
which Acer normally uses 
when recording financial 
results, has also pushed 
down gaming* growth when 
reported in the US currency. 

Mr Rhfli also gave details 
of the company's plan to 
play a leading role in design- 
ing and making a new gener- 
ation of computers which 
could sell for as little as $200. 

He said by 2010, the indus- 
try world-wide could manu- 
facture some Ibn of these 
derices a year, 10 times more 
than the number of personal 
computers sold now, with 
Acer responsible far about 10 
per cent of foe totaL 

Acer is attempting to farm 
partnerships with other elec- 
tronics and software compa- 
nies to create the new com- 
puters, dubbed the XC 



Bart debt provisions push 
Phatra Thanakit intoloss 

Phatra Thsnflkft.;Th^fancTa biggest ftoance.hotWk yesterday 
reported a ftst-half. tmidtod loss of -Bt2.71bn pS86m^com-‘ 
psed.wtm a Bt32ttnHP>roft in fofi same period last year. 

. The company recently te bad data pmv fate m at -thts 

stage would be Bt2.7brt, wfth an operating loss of BMOOm. 
The shartejaktersoJ Thai Ftooere B^ - which hold 49 per 
cent of Phatra - agreed last week to buy autmtoorfty ahare- 

. holders. " • ^ ■ , ■ ■ " ' '■ 

Hie poorer’ toartaspected bahk profits fNs week; mearwp ' - 
tftat the government wffi have to b^nofHieribrniirqjloens - 
frorri at toast some offoe bank* that have yet to recap ft a tee ,: 

. according to Kerxwtb.Ng at ING Barings. -"They, can’t afford 
to natkinaftse haffbW aectfr ^ it is aeaertotake non-ptr-; - = 
forming Joans off them for a few yfws,*rie added. 

Sirin Nimmanehseritods, president of thestate-oontrafled 
Krung Thai Banlv«W'8t17,94bn ln bad debt provisioning 
was respoafote tor Ifoxig Thai's Bt12J92tjntoss it reported 
for the first-half, bastyadr It /had* Bt3.79jan profit 

The 15 commercW banks made a total, foes of Bt1Q5,629bn 
in the haK,compar^wttfra profit of Bt73,Q2lbn. .. 

WBSam Barnes,' Bangkok ... . 

NICKEL /rriy V- ^ j - -y - : ^ 

Resolute disposes of Bulong 

Resolute, toe Austrati&n gold producer, hasaokf Its Butong v 
nickel project hi Western Australia to Pteston Resources, an 
emerging Australian nickel group, lev A$319m (US$200m). 

Resolute wffl receive A$1 07m In cash and be issued 
AS39Sm worthof Preston shares toghrefta stake of Just 

under 20 per cent In the groups wttfch ia also developing the 
USS450m Marlborough nlckiel project \n Quoennlnrd. 

Preston, whk8\ has arranged a A526Sm fonefing fadUty wtth 
Barclays Capital, the investment banking arm df Barclays . 
Bank of the UK, win assume about A$172m of debt. Preston, 
whkfote also raising A$40m -via a share placement, said 
Bulong would ptovide ‘substantial cash flows in the 'mar term 
arid the experience of its skilled workforce wW greater assist 
In the development of the Mafoorough project". 

Projected combined output from Butong/Martoorough 
be 37,000 tonnes of nickel a year and 3,000 tomes of cobalt 
Resolute also uaveBed schemes to buy bafik up to 30 per 
cent of its capital. RusseB Baker, Sydney • ■ • • . 


Stan 8Wh! Acer chief saw new g m ara tt on of computers which couM seM tor as M> as >800 


PLASTICS 


MfoyAd^ocd Montelf to sell films unit 


machines. Rather than being 
general purpose systems, 
they would be dedicated to 
specific tasks such as home 
shopping or sending data 
over the internet 

“Less than 5 per cent of 
foe world's population own a 
personal oam.puter" said Mr 
Shih. “Computers [of the 
c ur r e nt generation] are still 
not reliable enough and are 
too difficult to use.” 

The Taiwanese company 
has grown strongly in recent 


years to become the world’s 
second biggest maker of per- 
sonal computers, including, 
those it makes for other 
groups such as IBM. 

Last year it made 6.25m 
computers, of which roughly 
half were sold under the . 
Aon brand. This was second 
to Compaq of the US, which 
made 7.81m systems, accord- 
ing to industry statistics. 

In 1997, Acer reported net 
earnings, exploding its joint 
venture with Texas Instru- 


ments of the US on. memory 
chips, of 8262m, 75 per cent 
up an the previous year. 
Including the chip operation, 
which suffered a loss after 
the rapidly falling prices of 
D-Raras (Dynamic random 
access memory chips), net 
profits were 889m, against 
8188m in 1996. 

In March, Acer bought oot 
the 34 per cent stake held by 
TI in this venture to take 
foil control It plans to turn 
it away from D-Rams and 


towards, more sophisticated 
and profitable logic chips. 

In April Acer, took over 
the computer-making 
operations in Augsburg: Ger- 
many, run by Siemens 
Nixdorf Information 
Systems, nut of the Siemens 
electronics and electrical 
goods gro up . The Augsburg 
plant will continue to make 
computers for Siemens, and 
also . be used to expand 
Acer’s European manufac- 
turing capabilities. 


Swisscom sets out plans for IPO 


By VHHam Hafl in Zorich 


Leadtag European Irinoni canpuiat 


Swisscom, Switzerland's 
state-owned telephone com- 
pany, yesterday gave ana- 
lysts their first peek at what 
could be Europe's biggest 
initial public offering this 
year. What was on offer was 
typically Swiss: a methodical 
presentation by conservative 
managers more interested in 
fine detail than flights of 
fancy about where Swisscom 
might be in 10 years. 

Tony Reis, 56. Swisscom's 
chief executive, is not as 
charismatic as .Deutsche 
Telekom’s Ron Sommer. But 
Switzerland has an impres- 
sive record in building suc- 
cessful multinationals. Swis- 
scom, according to one of Its 
advisers, could turn out to 
be one of those companies 
that “under-sells itself hut 
over-delivers”. 

Early estimates suggest 
foe dotation of up to 49 per 
cent of Swisscom could raise 
about SFrlObn ($6-5bn). This 
would be roughly half as big 
as the 3l3-3bn Deutsche Tele- 
kom IPO in 1996 and close to 
France Telecom’s S7_2bn DPO 
last year. France Telecom 
announced this week plans 
for another 86bn issue, show- 
ing there are plenty of Euro- 
pean telecoms companies 
jostling for investors' atten- 
tion. 

Mr Reis, an ex-IBM man- 
ager, believes be can deliver 
“sustainable increases in 
turnover, cash flow and 
profit”. Swisscom reported a 
net loss of SFrtt5m in 1997 
after taking a SFri.7bn 
restructuring charge. How- 
ever, its operating margins, 
of about 40 per cent, are 
close to those of its Euro- 
pean peers, and its 3.3 per 
cent growth in revenues, to 
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SFr9Ahn. shows it can still 
grow its business in the face 
of falling prices and 
increased competition. 

Growth in mobile tele- 
phony revenues - which 
have doubled over the past 
two years - more than offset 
the 3 per cent fall in fixed- 
line voice telephony. Less 
encouraging was the modest 
growth in data and multi- 
media services, which 
should be high-growth busi- 
nesses, and the rapid rise in 
losses of international affili- 
ates, from SFri03m In 1995 to 
SFr325m in 1997. 

Switzerland, with 8m 
people, ranks 23rd in Europe, 
and is no larger than the US 
state of Maine. However, 
Swisscom ranks seventh in 
the world in terms of out- 
going international calls, has 
one of the world’s most mod- 
em digital telephone net- 
works, and is a leader In 
mobile telephony. 

Its management has been 
drawn largely from the pri- 
vate sector, and some of its 
new competitors are having 
serious teething troubles. 

Sunrise, backed by British 
Telecom and TeJeDanmark, 
has lost its first chief execu- 
tive and foiled to win one of 


pnoewanr • 
SmmfTmtl Um j i lh w 

the two new mobile phone 
licences. It is challenging the 
decision, but this is delaying 
the start of competition in 
the highly lucrative mobile 
phone maiket, which is by 
far the most profitable part 
of Swisscom's business. 

Longer term, the combina- 
tion of new competitors, foil- 
ing prices and lost market 
share means Swisscom wfD 
do writ to continue growing 
its revenues by 3 per cent a 
year. But If it can cut its 
costs by as much as some 
analysts expect. It should be 
able to increase Its earnings 
by a double-digit rate over 
the next three to four years. 

The final reason why Swis- 
scom is hoping for a pre- 
mium rating is that Swiss 
investors have a history .of 
equity ownership. 

While BT and Deutsche 
Telekom had to educate 
investors about the advan- 
tages of owning shares, foe 
Swiss are more attuned to 
the risks and rewards of 
equity investment. About 20 
per cent of Swiss adults own 
shares, compared with 5 per 
cent or less in foe UK and 
Germany before their tele- 
coms privatisations. 

Bui Swisscom la not tak- 


ing its domestic investor 
base for granted. Each of its 
335m customers will receive 
details of the flotation, and, 
unlike previous Swiss IPOs, 
every retail investor will be 
treated the sama There win 
be no preferential treatment 
far customers of one bank 
over another, as has tradi- 
tionally been the case. 

Swisscom, which Is also 
seeking a New York Stock 
Exchange listing, expects to 
raise SFr5L8bn of new equity 
on top of the money raised 
by the sale of the govern- 
ment’s stake. This will still 
leave it more highly Beared 
tb»w many competitors. 

But- Swisscom's strong 
cash flow, double-digit earn- 
ings growth -and a dividend 
yield that could come dose 
to matching the 3.1 per emit 
off erred by Swiss govern- 
ment bonds should attract a 
strong stock market follow- 
ing In. the short term. 

The longer-term outlook, 
however, is more hazy. Alien 
Pyne, director of Schema, a 
London telecoms consul- 
tancy, notes that it Is easy 
for former state-owned tele- 
coms monopolies to report 
substantial profit increases 
in the first five to six years. 
After that, they have to 
prove they can compete with 
more nimble-footed rivals. 

Swisscom, with its rela- 
tively small domestic mar- 
ket, win have to expand 
overseas if it is to continue 
to grow, its international 
strategy is still in its infoncy 
and remains largely, 
untested. 

Mr Reis may have to 
upgrade his presentational 
skills if he Is to convince 
international Investors that 
Swisscom is a good 
long- term investment. 


Little Swan awaits renminbi devaluation 


By James Kanflng to Wuxi 

Little Swan, China’s leading 
washing machine manufac- 
turer and one of the coun- 
try’s fastest-growing compa- 
nies, has started to make 
preparations for a devalua- 
tion of tiie Chinese currency. 

Its efforts to maximise 
holdings of us dollars under- 
lines the suspicion in corpo- 
rate China that Beijing will 
not be able to keep its com- 
mitment to malnt^ip foe 
exchange rate indefinitely. 

Zhu Dekun, president of 


the company - based In 
Wuxi, eastern China - said: 
“We are preparing for a 
devaluation. We do not hope 
the renminbi wfll depredate, 
but we are making prepara- 
tions.” Little Swan's export 
revenues have fellen 76 per 
cent In the first half this 
year, as Asia’s financial cri- 
sis has disrupted markets 
and boosted the competitive- 
ness of rivals. But the com- 
pany, which has a mar^n ai 
overseas business, has still 
achieved a modest increase 
in sales and profits. 


Little Swan, which is 
listed on the exchange for 
foreign investors In Shen- 
zhen, is expected to report a 
5 p® cent rise in turnover to 
about RMBS35m (3U3mJ and 

a 6 per cent increase in pre- 
tax profits, when it 
announces its Interim 
results nett month. 

The figures mark a sub- 
stantial slowdown in the 
pace of growth at Little 
Swan, but a robust perfor- 
mance by the standards of 
many other white goods 
manufacturers in China. 


“We have Increased 
domestic sales volume, but 
we have not been able to 
compensate folly for the 
export losses,” Mr Zhu said. 
Overseas business accounts 
for just s per cent of Little 
Swan's total sales. 

Mr Zhu, who is one of the 
most respected chief execu- 
tives in Uhinfl having trans- 
formed Little Swan from a 
debt-laden subsidiary of a 
state-owned enterprise 10 
years ago into one of China's 
best-known consumer 
brands, said in foe light of 


the Asian, crisis the company 
had adopted a highly cau- 
tious financial Strategy. 

The measures taken in 
readiness of a devaluation 
include increasing the levels 
of cash held on deposit in US 
dollars and ensuring no 
exposure to US dollar debt 

"We have to see what hap- 
pens to the yen-dollar 
exchange rate,” he said, sug- 
gesting a further slide in the 
value of foe Japanese cup 
rency would test. China’s 
capacity to hold its currency 
steady. 


Metsa and 
Sodra win 
Latvian 
tender 

By foeg Mtfvor to StDckbafan 


Mantel), .the plastics subsidiary of Royal DutdVShefl. has 
agreed to eafl Its European and Australian polypropylene film 
business to one of north America’s largest Aim manufacturers. 

MonteU, which until last year was a Joint venture with Mont- 
edison of Italy, b to receive about $220m for the businesses, 
which last year had sales of about $200rri. and produced 
about 175,000 tonnes of film. The businesses, whichindude ' 
plants in Italy, Belgium, the UK and Australia tee to be bought 
by Applied Extrusion Teohnatogtea. 

MonteH, which had sales of about $&9bntast year, expec- 
ted the dete would be eomptotod within six months and said 
it would use the proceeds to reduce debt and fund expan- . 
sion. It had decided to sell the businesses because df consol- 
idation in the sector and because of ther. Investment needs. 
Virginia Marsh 


JAPAN _ 

Matsushita warns on profits 

Matsushita Berthe- said yesterday its first-half operating profit 
could be about 70 per cent of the previous year's level, as 
sales to corporate customer s remained sluggish. Motoi Mat- 
suda, a Matsushita, director, said Japan’s personal consumer 
spending had hit bottom in the first quarter, but that corporate 
spending remained extremely sluggish. Reuters, Tokyo 


Sfldra of Sweden, foe world's 
largest producer of market - 
pulp, and MetsH-Serla. the 
Finnish forestry group, haw 
won an international tender 
to build a 8960m wood pufr) 
mill in Latvia. 

The project, one of foe big- 
gest foreign direct invest- 
ments in foe Baltic states, 
will be kmong Europe’s larg-' | 
est pulp plants, with annual 
capacity of 600,000 tonnes. 

Metsa and Sfldra. which 
feuded off competition from 
Tolaram of Singapore and 
Enso of F inland , are seeking 
a majority stake in foe mill. 

The Latvian government is 
expected to- own a smaller 
holding and outside inves- 
tors, including Latvian com- 
panies and international 
financial institutions, may 
also be invited to participate. 

The venture marks an 
intensification of attempts to 
commercialise the vast and 
largely unexploited forests of 
the former Soviet Baltic 
states. It also reflects a pre- 
dicted shortage of pnlpwood 
In western Europe 
steadily Increasing demand 
for paper-based products 
starts to strain sustainable 
supply, particularly among 
Scandinavia’s big producers. 

A Latvian agriculture min- 
istry official said detailed 
discussions would start 
shortly with Sfldra and Met- 
sfllntto, MetsS-Serla’s domi- 
nant shareholder. 

Tom Almgren, manag in g 
director of Sfldra Cell, Sfld- 
ra’s pulp-producing division, 
said he expected an agree- 
ment to be ready by foe end 
of the year. 

However, he added that 
construction of the plant 
was more likely to start in 
2000 than next year as origi- 
nally envisaged. 

Production would be likely 
to come on stream in late 
200L 

Mr Almgren said the mill, 
Sfldra's first foreign produc- 
tion venture, would bolster 
Us status as foe leading pro- 
ducer of softwood pulp. ' 

Tbe.mill Is to be built on a 
greenfield site ifiOkm south- 
east of Riga, the Latvian cap- 
ital, near the Daugava river. 
Most output will be 
exported. 


SECURITY SERVICES 


Edison buys Secom subsidiary 

Seoom, Japan’s largest security service company, Is to sell Its 
US residential security subsidiary to Edison Select, the US 
security group, in an effort to knprove profitability by focusing 
emits lucrative commercial security operations. 

The sale of Westec Residential Security is expected to be 
valued at 8300m, although Secom said It would not release 
an official figure until the sale is completed in late August 

By withdrawing fro m the US home security market, the 
company would be better positioned to expend its security 
services to businesses. Westec Residential Security was pert 
of Westec Security Group, a security company based to Calif- 
ornia that Secom purchased Vn 1982. 

Alexandra Harney, Tokyo 


MALAYSIA 


Maybank on Creditwatch 

Standard & Poor’s, the International rating agency, yesterday 
put Malayan Banking's A- tong-term and A-2 short-term rat- 
ings on Creditwatch with negative Implications as the Malay- 
sian economy moves sharply into recession. The bank, known 
as Maybank, is Malaysia’s largest, with about one-fifth of the 
country’s total banking assets, and therteore widely exposed 
to the economy. The Malaysten government has been press- 
tog banks to increase credit to revive the economy, and S&P 
had already noted that Maybank' s recent loan growth had 

been fast This may resutt to higher levels of problem loans 

than to previous years. SheSa McNulty, Kuala Lumpur 

ZINC SMELTING 

Padaeng sells 36% stake 

Padseng Industry, Thailand’s zinc smelter, said that Western 
Metals of Australia would buy a 36 per cent stake to the com- 
pany. No price was given. Criteria! Thaveepanich. Padaeno 
president said the new shareholder would secure tonfHemi 
aupplwe of raw material, raise tends for operations and enabt 
the™ group to learn new mining technology . The sate wffi 
requrre the approval of the Stock Exchanged Thailand 
because todhridual foreign Investors are not normally allowed 
toown stakes of more than 25 per cent in Thai companies, 
nnnm Barnes 


OFFICE PRODUCTS 


Flat quarter at Essette 

Esselte, foe demerging Swedish office products grou 
second-quarter profits and saJeaPr 
P^ano^to Sfrtism $144*1). against SKr? 
turnover or SKr2bn. The company which tw* mn. lii 
to sell a majority stake in Nieteen A Bainbridge, its US 
iramesutei ^y.fcr s 160m . 

prates in Cera*. SwMen and «n UK 
prabtera m™ to a ante in Oenmaric E^SnS 
B ntaeaPKtod SKO to SKT175. Gng Mchor, ISS 
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T Deutsche 
Telekom 



Initial Public Offering 
US$13.5 billion 

Joint Global Coordinator and Bookrunner 


Endesa 

Secondary Offering 
US$6.9 billion 

Joint GJobaJ Coordinator and Bookrunner 


*«-,*«} r^5- 


Second largest privatisation 
in Germany 

DM4.7 billion 

Joint Global Coordinator and Bookrunner 




November 1996 


Germany 


|y|p-j June 1998 
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Telefonica de Espana, SA 
Secondary Offering 
US$4.4 billion 

Joint Lead Manager and Bookrunner of the 
United Kingdom tranche 


Secondary Offering 
US$4.7 billion 

Joint Lead Manager and Bookrunner for 
Continental Europe and the Rest of the World and 
Co-Lead of the United Kingdom tranche 


CtvnpanMi de 
£to0fot£xfe do 
EstadodaBahta 


Sale of 66% stake in Coelba to a 
consortium led by Iberdrola 

US$1.6 billion 

Joint Financial Adviser to the Government 
of the State of Bahia 


.:.•»» S7 • • 


February 1997 


Spain 


October 1997 


Spain 


July 1997 


mi 






COPEL 




v, 

*V^J= - ... * 


liCEEE 


Privatisation of the generation, 
transmission and distribution assets 

US$1.4 billion 

Joint Financial Adviser to the Government of the 
Province of Buenos Aires 


The largest primary offering from 
South America to date 

US$575 million 

Joint Global Coordinator and 
Joint Bookrunner 


May 1997 


Argentina 


July 1997 
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Restructuring and sale of two electricity 
distribution companies resuiting from the 
restructuring of CEEE 

US$2.9 billion 

Joint Financial Adviser to the Government of the 
State of Rio Grande do Sul 

October 1997 ' Brazil 
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Vrdesh Sanchar Nigam Ltd (VSNL) 
Largest ever Indian equity issue 

■ US$527 million 

Joint Global Coordinator and Bookrunner • 
March 1997 India 
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MOL Magyar Olaj- es Gazipari RL 
Secondary Offering 
US$315 million 


Joint Global Coordinator 


Beijing Datang Power 
Generation Co. Ltd 

Rrst Chinese state-owned enterprise 
to list its H-shares in the UK 

US$460 million 

Joint Lead Manager and Sponsor 




1 • 


March 1998 


Hungary 


March 1997 


China 
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Initial Public Offering 
US$120 million 


Global Coordinator 


MOL Magyar Olaj- es Gazipari Rt 
Secondary Offering 
US$240 million 

Joint Global Coordinator and Bookrunner 
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Gazprom 


Initial Public Offering 

US$429 million 

Joint Global Coordinator 


December 1996 


Tatarstan 


May 1997 




Hungary 




October 1996 


Russia 
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This announcement appears as a matter rt record only. 


o Dresdner Kleinwort Benson 
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. media equity trading and computer software subsidiaries experience tougher trading conditions 
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Reuters falls as strong pound takes toll 


COMMENT 


By John Efyper 


Pre-tax profits at Reuters, 
the fi n anc ial Information 
Sroup, dipped in the first 
half of the year as its Insti- 
nct equity trading subsidiary 
and 'Hbco software arm both 
encountered tougher trading 
conditions. 

The rate of installations of 
its Reuters 3000 product, 
which competes more effec- 
tively with Bloomberg in 
offering data tor fund man- 
agers to analyse portfolios, 
also slowed as it concen- 


trated on selling to new cus- 
tomers. 

Pre-tax profits for the six 
months to June fell from 
£303m - re-stated for the 
application of new account- 
ing standards - to £294m 
($4ffim). 

The strength of sterling 
affected the results, with 
pre-tax profits rising 9 per 
cent at constant rates. 

Reuters' push to sell low- 
er-priced data to executives 
and customers of banks led 
to twatallnHnng Of products 
designed for use off trading 


floors rising from 39,000 to 

72.000. The number of new 
installations of 3000 rase to 

38.000. against 28.000 at the 
year-end. 

About 30 per cent of the 
installations were to new 
customers - rather than 
upgrades, compared with 
less than 20 per emit last 
year. 

Peter Job, Reuters' chief 
executive, said the rall-out of 
Reuters 3000 was impressive 
compared with the record of 
both Bloomberg and Teler- 
ate. 


“Telerate started In 1970, 
and only has lOOjOOO termi- 
nals after 28 years," he 
said. 

Mr Job said that although 
revenues per customer for 
the company's information 
products were falling as it 
expanded its lower-priced 
range of products, margins 
were being preserved 
because distribution costs 
were lower. 

Tlbco, which provides soft- 
ware for internet distribu- 
tion of Reuters data, 
recorded a loss of £3m, while 


Instinet profits fell from 
£77m to £75m' as a result of 
. competition from other elec- 
tronic networks in the Nas- 
daq stock market 
Mr Job confirmed that 
Reuters was considering 
floating the rum-financial 
division of Tlbco, hut said ft 
doubted whether a suggested 
flotation 'price of $L5bn 
could bo raised. “That 
sounds like a rather fancy 
price," he said. ■ 

Revenues rose by 3 per 
cent - or 8 per cent at ctn^ 
stast exchange rates - from 


£lj41bn to £U45bn “ and 
earnings per share increased 
8 per cent, from 12.3p to 
13L3P.'. 

The Interim dividend was 
lifted 10 per cent from 3. Ip to 
a4p. ; ‘: 

The Financial ' "Reporting ' 
Review Panel disclosed sepa- 
rately that Reuters .had 
agreed to restate, its 1997 
animal accounts, reflecting a 
(Efferent treatment ofFRSlO. 
the reporting standard on 

amortisation of goodwill. 

The shares dosed lVip up 
at 632V4p, 


Nationwide BC Partners 

backs £260m 
defeated MBO at Hurst 


JJB Sports and Sports 
Division in merger talks 


By Robert WHgbt 


By Christopher Brown-Homes By Cafty Newman 


Nationwide building society 
is heading for a nailbiting 
finish to its conversion vote 
after yesterday announcing 
it had defeated two pro-con- 
version board candidates by 
a narrower-than-expected 
margin. 

The society said the two 
rebels, Andrew Muir and 
Michael Hardern, had won 
about 40 per cent of the vote, 
against GO per cent by three 
board candidates. 

Whereas Mr Muir and Mr 
Hardern each won about 

850.000 votes, the board can- 
didates, infinding chairman 

Charles Nunoeiey, each won 
about 1.25m votes. 

The result of the separate 
vote on whether Nationwide 
should be forced convert to a 
bank against its wishes wiH 
be announced at the soci- 
ety's annual meeting today. 

Commentators believe this 
vote will be closer than for 
the board elections. Most 
believe the society will win 
the vote narrowly, although 
there were clear differences j 
of opinion yesterday. 

Last year Mr Hardern won 
about 330,000 votes, against 

950.000 for the directors. 


Hurst Publishing, publisher 
of the weekly car sales mag- 
azine Auto Trader, was 
bought yesterday for £260m 
($430m) by BC Partners, a 
venture capital group which 
is backing efforts by the 

incumbent management to 
move the company into elec- 
tronic publishing. 

John Madjeski, chairman 
of Reading football club and 
co-founder of Horst, made 
£l74m on the sale. Mr Mad- 
jeski had a 67 per cent stake 
in the company, which he 
and Paul Gibbons, another 
entrepreneur, started in 
1976. Mr Gibbons' 33 per cent 
stake made him £86m. 

The company owns four of 
the 13 regional editions of 
Auto Trader. Guardian 
Media Group, owner of the 
Guardian and Observer 
newspapers, controls four 
editions, and five are jointly 
owned by Hurst and GMG. 

Horst also publishes other 
classified advertising titles 
in the UK and overseas. Its 
52 publications have com- 
bined weekly sales of about 
700,000 and in the year to 
March 31 turnover rose 22 
per cent to £72 hl 


Simon Palley, senior part- 
ner at BC Partners, who is 
joining Hurst's board, said 
a “flotation, trade sale or 
a merger with GMG's Auto 
Trader interests" would be 
considered at some point 

Graham Luff, chief execu- 
tive of Hurst, said Mr Mad- 
jeski had asked him to find a 
suitor' once It was clear the 
company would have to 
become involved in elec- 
tronic publishing. “He 
wasn't as in touch with 
the business," Mr Luff 
said. 

He added that Hurst would 
focus on developing Auto 
Trader's internet and new 
media activities. 

Hurst has had "early dis- 
cussions" with Cable & Wire- 
less Communications, the 
UK’s biggest cable company, 
and British Sky Broadcast 
ing, the satellite broadcaster, 
about providing content for 
digital television. 

Mr Luff declined to say 
what his and other manage- 
ment members' sharehold- 
ings in Hurst would be. BC 
Partners, founded in 1986, 
specialises in European man- 
agement buy-outs. 

Mr Madjeski will remain 
president of Hurst. 


JJB Sports and Sports 
Division are in merger dis- 
cussions Which COUid frignal 
the start of a long-awaited 
rationalisation of the -UK’s 
fragmented sportswear 
industry. 

The announcement sent 
JJB Sports shares up 54p to 
533 Vip. JJB has been mare 
profitable than Sports Divi- 
sion, with pre-tax profits of 
I £3A2m ($56. to) and sales of 
! £20to for the year to Janu- 
ary 31. 

However, Sports Division, 
still privately held after com- 
ing close to floating this 
year, is the UK’s largest 
sports retailer by sales. It is 
thoug ht to have annual sales 
of about £300m and pre-tax 
profits of about £25m. 

Mark Charnock, analyst at 
Charterhouse TUney, said 


any merger between the two 
could trigger a wider wave 
of consolidation in the 
sportswear retailing indus- 
try. Already this year one 
sports retailer, Cobra, has 
called in receivers, faced 
with mounting competition 
in the sector. 

There had also been fears 
that the ambitions expan- 
sion plans of the several 
qnoted sports retailers - 
Including John David Sports 
and wiflcks Leisure — might 
lead to overcapacity in a 
market where demand is 
likely to grow less quickly. 

Mr Charnock said; “JJB 
recognises there are a lot of 
players out there. It would 
be impossible for all those 
players to survive healthily” 

-The merger would give the 
new group much greats: bar- 
gaining power with the own- 
ers of the powerful sports- 


wear brands which form an 
important part of sportswear 
retailers’ ranges. 

. jjb and Sports Division 
are also the only two sports- 
wear retailers well repre- 
sented in edge of town sites ', 
as opposed to the high . 
street. David Whelan, JJB’s 
executive chairman and 
founder, recently said JJB 
was represented at only 
about one in six erf the retail 
parks which justified a store. 
Sports Division would 
quickly offer access to for 
more. 

The announcement was 
made in response to a sharp 
rise in JJB's share price, 
which opened at just 421VVp 
an Monday. The 
Said only that the /*wn|u»Trip» 
were in talks about a possi- 
ble deal winch would lead to 
combination - no specific' 
structure was mentioned. 


Can ft be any surprise dear ^' ||T jr r ' - - 
old Reuters is so sensitive 

these days? Its shares, have J 

underperformed the market -.v ’v 

by nearly 40 per cent since • ~jl ‘ “ : ” . 

January 1997. -In part, of 

course, this reflects factors <iit f Fy 

beyond- management control, *•" 1 '1“ — :. •_ 

such as currency -movements iftfrf •- 1 " 

and a becalmed UK ■ media - - Vfa . ■■ 

sector. But that is just part <rf ■ M Vl -fl i 

the story. Longer-term { • 

doubts centre on whether the . LA; 

group can recapture its high- -to 

growtii status. To judge firom • ,* 

yesterday’s -results, this Is •• 001 ■ ; -V' 

doubtful Trua, there is still . .. . .. 

decent 18 per cent growth in aaVii a re r i^ vi ' ,' ‘ ■ v 

the number of financial infer- . 1 . - 

rao Hrm This is no small achievement given consoli- 

dation among hanking customers and ever-widening ripples 
from the, Asian crisis. But that headline number disguises 
worrying trends. One- is the slowing pace of Reu fors 3 00Q 
imtailat i o og: As an attempt to match Bloomberg's strength 
in fixed income data and analysis, the product has disap- 
pointed. Far from gaining a_ “Bloombeig-ldller” product, 
Reuters itself is now skewered by a US criminal investiga- 
tion into alleged illegal use of its rival’s data. 

Another concern lies with the 13 per cent foil in revenue 
per access. Thia reflects a push to attract new customers 
with lower priced off-trading floor - products. Margins in 
these more commoditised products will be vulnerable. And 
with pricing pressures even reducing profits at its once- 
booming Instinet equity trading unit, the growth story erf old 
Is unconvincing: • 


JJB Sports/Sports Division 

For sports retailers, the writing has been on the wall for 
some timp now. New store openings have galloped ahead of 
demand and the happy convergence between sport and fash- 
ion, which has driven growth, has eroded. Trainers and 
replica clothing have givim way to rugged outdoor wear. The 
only surprise is that consolidation .has started not with the 
minnows, but the two largest players. Their incentives are 
clear enough: together they can compete less, save mare and 
buy che a per. 

Those most threatened will be the other multiple chains, 
like JD Spcrrts. ABsporfo and First Sport. Doubtless they wifi 
also consider protection through consolidation. Another 
option would be to return to their roots by selling more 
sports goads and leas fashion.- Earnings growth would be 
slower, but higher quality. 


Willis accepts buy-out and insures against merger 


Competition and poor growth have made the 
broker rethink, writes Christopher Adams 


ABN AMRO FUNDS 


Soaftto d'lnvBsnsaement A Casual VbnaMo 
Rejpstared Office L-SiaOLuxembou^-Kirctibcr^ 
4. rue Jean Mamet 
R C. Luxembourg B 47 072 


w r«n»ri tm iw. 


NOTICE TO THE SHAREHOLDERS 
We hereby give you notice af an Extraordinary General Meeting 
of Shareholders of ABN AMRO FUNDS (the "SICAV) to be held 
in Luxembourg, at the registered office of the SICAV, on August 
12, 1998 ffl 830 a_m. in order to vote on the roBovring agenda: 


1. To waivre the subscription charge; 

2. To change the tnaxamun of the sties charge fins 5% to 5.25%-, 

3. To adjust the management fees to market a>aditio« as follows: 

• lor the Emerging Markets Equity Funds, namely: Global 
Emerging Markets Equity Fund; Latin Arnica Equity Fond; 
Asian Tigers Equity Fund, Eastern Europe Equity Fund; 
China Equity Fund; Brazil Equity Fund to 1.40% per annum; 

- for I be Equity Funds, namely: Clobal Equity Fund; Global 
information Society Equity Fond: Global Life Society Equity 
Fund; Global Resources Society Equity Fund: North 
America Equity Fund; Europe Equity Fund; Earn Equity 
Fund; japan Equity Fund; Germany Equity Fond, 
Switzerland Equity Fund; Netherlands Equity Fund; Italy 
Equity Fund to 1.10% per annum; 

- for the Emerging Markets Bond Funds, namely: Clobal 
Emerging Markets Band Fund: Latin America Bond Fund; 
.Asia Bond Fund to 1.00% per annum; 

- for the Bond Funds, namely- US Bond Fund; Germany 
Bond Fund; Netherlands Bond Fund, Europe Bond Fond; 
Global Bond Fund; Spain Bond Fund: Euro Bond Fond; 
Italy Bond Fund to 0.60% per annum. 

A comparison of the current and proposed management foes for 
all Funds is available at the registered office of the SICAV or the 
office of the focal Representative upon request or dispatched, 
according to the focal laws and regulations. 

4. To approve the dale when the above changes nil become 
effective as 

- August 37. 1998 for the changes approved in the meeting 

- Sqxmbrr IS. if the m eetin g a pointed or roanreoed at 
September*). 1998, or 

- such later date w may be necessary to comply with focal 
authorities mjuurrnietus. 

The quorum required on point 3 is at least twenty-live per cent of 
the issued capital uf the SICAV and (he resolution on this point 
of the agenda has to be passed by the affirmative vote of at least 
seventy -five per cent of the votes cost 

In order to participate at the meeting af August 12. 1998. the 
owners of bearer shares shall deposit their shares before August 
6, 1998 with the local Representative of the SICAV or the 
Registrar of the SICAV in Luxembourg. 

For the shareholders who cannot attend the meeting, proxy forms 
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A S executive chai rman of 

Willis Corroon, John 
Reeve has argued vigor- 
ously against merging with 
another insurance broker. 
AH around him, rivals strug- 
gling in a difficult market 
have done exactly that But 
down that route lies failure, 
be believes: mergers carry 
an unacceptably high level 
of risk; staff defect and cli- 
ents go with them. Willis 
Taber learned this painful 
lesson *from its disastrous 
merger with Corroon & 
Black in 1990. 

Like . its competitors, 
though, Willis has been 
struggling with limited 
growth. Competition has 
intensified and premium' 
rates for commercial insur- 
ance have fallen steeply. 
More companies are shoul- 
dering the burden of their 
risks themselves, and learn- 
ing how to manage it Fee- 
based advice work is replac- 
ing transactional broking, 
adding to the competition 
and requiring investment at 
the same time. Moreover, 
multinational clients want 
an international presence. 

Difficulties have recently 
intensified. Pre-tax profits 
last year fell from £48. lm 
($79m) to £45.7m. In May, 
Wilis was forced to close a 
US-based professional liabfK 
ity subsidiary, Plum, for 
which it has taken a £29.Sm 
goodwill write-off 


Yesterday, it announced a 
increase in provisions 
for the cost of the pensions 
mis-selling review. “Willis 
doesn't have much financial 
flexibility,’’ said Kevin Ryan, 
insurance analyst at Nikko 
Europe. “It’s been endless 
pain and ft must Tie very dif- 
ficult to restructure when 
you're under tbe spotlight of 
quarterly figures and your 
share price is doing nothing 
for yon." 

Wfflfe Coitooq’s core busi- 
ness is reinsurance broking, 
or arranging cover and pro- 
viding advice for conven- 
tional insurers, the world's 
primary risk carriers. The 
group also specialises in 
aerospace, marine, energy 
and international property 
risk. It advises many of 
Britain’s biggest companies 
and has a joint venture- with 
Abbey National, the coun- 
try's second biggest financial 
adviser. It is also the fourth 
largest commercial retail 
broker in North America, 
where it has built up a large 
client base in the construc- 
tion sector. 

But acquisitions last year 
by Aon and Marsh & McLen- 
nan, the . US-based brokers, 
left WDlis and its UK-based 
rival Sedgwick subject to 
intense speculation about 
their futures. 

.Mr Reeve said that the 
company bad examined sev- 
eral options, thought to have 
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included a merger with 
Sedgwick; “But if you try to 
put people businesses 
together, you’re going to get 
enormous fell-odt" 

The deal with Kohlberg 
Kravis Roberts, he said, 
would end that uncertainty. 

The group wiH accelerate a 
programme that' has been 
c uttin g costs and refocusing 
the business. Mr Reeve 
wants to us e the deep pock- 
ets of KKR to make acquisi- 
tions in the reinsurance 
broking 'sector and expand 


into Latin America and east . 
Asia.. . 

For its part KKR. a US- 
based private equity fund 
specialising in leveraged 
buy-outs, is acquiring a busi- 
ness that is highly cash-gen- 
erative. Insurance brokers 
traditionally have -a low 
level of capital expenditure 
and earn investment income 
while bolding funds on 
behalf of clients. This is the 
biggest investment by the 
fond in Europe to date. 

But analysts question. 


whether KKR will be pre- 
pared to provide the capital 
for Willis to reposition itself 
in a fiercely competitive 
market ‘They’re not provid- 
ing much more than debt,” 
said one. “Willis is a mature 
business in a mature indus- 
try, facing a shrinking mar - 
ket In this case, you could 
view ft as a cash, cow." A 
counter-bid from another 
broker keen to extract opera- . 
tional synergies from a deal 
with Willis could yet. 
emerge. 


Deal shows taste for ‘people businesses’ 


wiH be available m the office af tbe focal Representative of tbe 
SICAV or at ibe mrisiercd office of the SICAV anon req u e st or 


SICAV or U i b<* registered office ar the SICAV upon req u e st or 
dispatched, according to the local laws and regulations. 

The proxy wiB he valid only if tbe proxy form, together with the 
evidence of the ownership of tbe shores ore provided to the 
SICAV before the meeting. 

The abirboldm arc uutboriaed to rede e m tbeir shares free of 
charge for a period of thirty days storting on Jniy 27. 1998. 




Willis Corroon. the 
London-based insurance 
broking group, has become 
the latest UK “people busi- 
ness” to be taken over in a 
leveraged buy-out where a 
company’s assets are 
dwarfed by the size of the 
I transaction. 

Yesterday's deal follows 
the recent acquisition of 
Thom, the electronics group, 
by Nomura for £980m in a 
deal that involves the securi- 
tisation of Thorn’s assets - 
Issuing securities backed by 
Thom's cash flows. 

The £95 lm bid for Willis 


Luxembourg, on Inly 21. 1998, 
. The Board of. Director* 


Corroon by Kohlberg Kravis 
Roberts, the US leveraged 
buy-out specialist, is slightly 
different in that ft will be 
financed- through a mixture 
trf debt and equity. But the 
debt portion, representing 
some 65 per cent of the total 
cost, is secured on the target 
company’s future cash flows 
and profits - ft had revenues 
of £694m in 1997. The price 
includes up to £100m of 
transaction costs and debt 
refinancing. Bankers said 
yesterday there was a grow- 
ing trend in the US towards 
cash-flow financing uf take- 


overs, particularly in the 
M gbfoffh^wilng y and biotech- 
nology sectors, which are 
“knowledge” or “people" 
businesses — their main 
assets being experienced 
executives and intellectual 
property. This contrasted 
with the traditional funding 
method for leveraged buy- 
outs of securing borrowings 
on the fixed assets of targets,. 

KKR wffl have an initial 81 
per cent 'stake in Trinity 
Acquirffion, the vehicle cre- 
ated to buy Willis Corroon. 
It is investing £i65m in 
equity in Trinity, and put- 


ting up a 3575m bridging 
loan that bankers said would 
be refinanced at a later stage 
through an issue of high- 
yield bonds; 

The five insurance compa- 
nies acting with KKR - 
Guardian Royal Exchange, 
Royal & Sun Alliance, 
Chsbb, Hartford Financial 
Services and Travelers Casu- 
alty Property - are investing 
a combined £i53m, including 
E155m in- an issue’ of prefer- 
ence shares. Trinity will 
therefore have a total of 
£36Qm in ordinary and pref- 
erence shares. 


A Prime Site 
for your 


RESULTS 


LEGAL NOTICES 


Commercial 

Property 


Dividends ; 

Qvn*- oasis Cersqndng Total to Ton* tot 


psrmflitW Ptimaof 


MMTadfle 
CUM tame 


LEGAL NOTICES 


CCM ARMSTRONG 
MOTORCYCLES LIMITED 
■i |Mu nl — *ui MJWBT 
r «r atnpm/sme OOftUNf IMKD 
**— tdbMwtMmqdViu nfatoii 
Cod, dMicalv.il 


. GOYETT GLOBAL SMALLER 
COMMME5 INVESTMENT TRUST 
FLC 

(MimaiMroiURWIlqpiKIRM) 


feisr-""- 


BU»I« 

Htred4poi«cr NatadUtaniMv B>*pk 

MW lOHNSaMSutiaHWn BBMM 
tHtiaatMAmm 
aflohoMaau »si md F9U d 

I Em feto. MMUI JET 




Advertise your property to 
approximately 1 ntiJBon FT 
readers in 160 countries. 


1 4 w is Mir liMltiabMitaptdm 

rtre<n*M*Mtouf«Mi>dlMad«U 


I W pMtlWlWMifcpilliia 

Bad it* tea 

niKtaMOMcaanooaiiBifoHta 


For details: 

Tina McGorman 
+44 (0)171 873 3252 


auufc ri wi — 

Uno 

Waste Manet 

NFBecUal 

WBsConoon 


— 8 mtfBffl Mar 31 7.76 

-eurtstoMartt * 709.7 
6 mite to Jung 30 

$ VMn May 3 10.4 

— € trite to June 30 7483 
6 mtte to Ju» 30 ★ 1,453 

Yr to May 3 454J 

Yrto May 31 188 

VMD Apr 25 9ftt 

t - 6 n*B to June 30 4506 
-Yrto Apr 30 .130.5 

— 6 mtte to June 30 3S9.1W 


P31 ) J 
171091 

I- I 

P-84 ) 
17506) 
(1-409 ) 
(406.8 1 
CI3A) 
(41.1 J - 
(560.1 ) 

pirn 

£356. 9* ) 


(0-2S9L) OJSf PL ) 

(4J7-) 484 (4.48) 185 


(ij) 124 n.ir> 

(0331 ) 9L2 {T48 ) 

(45A ) 72 . (55) 

(303 ) 133f (125 ) 

(19.44) ■ 145 (11-7) 

' (3JB ) Uf {44.5 J 

flL86Z*MB.Q4t «2| 

(B9.1 ) - 85 (9-7 ) • 
(865 ) 41.93 (31.1 ) 

(B0* ) ' 2.4L (5 } 


T nwna tmunt Truata . »» g 

fiend tarn — 3 mths to Jam 30 ★ 8542 (44.12 } 
MCMaorpto Yrto May 31 228.79 (189.161 


Fax; +44 (0)171 873 3098 


CouKjpuofao Tea to 


SdndwBawgtag ' 
Yeoman - 


ntna to JdW 30 ★ 95.02 (44.12 } .2.49 (0556 ) 124f 

YrtoMajJI 228.79 (189.161 157 (1A3 ) 557 

— Yrto May 31 74.19 ( 10155 ) o.ieiL pms) Q.15L 

6 rafts to June 30 631.7 (473,4 } 233 fI59 ) 147 


Earnings shown bade Bndands shown nsL Figures in baekefc at fer.QXTSSpondng jw fad. ★GotnpeuSres restated, ftfcraipi income tfindend. AAfter enattnal 
charge, ytfter excsjtoonai credit fOn increased capitt ffln red u ced captaL toTodi Income. fTtrd taavtoq makes £L25p to date. stodt 


The additional financmg is 
a $475 m syndicated loan 
being arranged by Chase 
Manhattan, which will be 
classed as senior debt when 
the acquisition has been 
completed. The loan is 
secured on Willis Corroon’s 
net assets, amounting to 
£i5Sm, and on future cash' 
flows and profits. 

The 35-65 equity-to-debt 
financing structure reflected 
the limit to which the trans- 
action could be leveraged 
farthe r, said bankers, “waiis. 
Corroon has been a pretty 
unexciting company in tbe 
. past Jew years but has had 
reasonably steady cash 
flows. This allows for a cer- 
tain amount of leverage," 
one said. 

Tbe structure of tbe flnan- 
cfa g refl ected the intention 
of KKR and the five insur- 
ance companies to expand 
Willis Corroon's operations, 
and the desire of the insur- 
ers to maintain a fourth 
force in global insurance 
broking alongside Aon and 
J&H Marsh & McLenn an of 
US and Sedgwick of the 
UK. 

The financing p ackag e is 
slightly larger than the price 
offered, reflecting exchange 
rate factors in the dol- 
lar/steriing tranches and the 
acquisition of some debt. 


Vincent Boland 
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US sends Europe tumbling 
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European markets fell 
sharply yesterday in reac- 
tion to negati ve US news, 
and the FTSE Eurotop 100 
index ended down 59.10 
points at 2£9&S3, a drop of 
1.93 per cent. 

The more hawkish tone set 
by Mr Alan Greenspan, the 
chairman of the US Federal 
Reserve, in bis Humphrey- 
Hawkins congressional testi- 
mony continued to unsettle 
Euopean markets, which 
also had, to contend with a 
raft of profit warnings from 

Bmrtop &O Eaxotdec . - 
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US companies and a weak 
opening on Wall Street 

The FTSE Eurotop 300 
Index closed at 1.298.47, 
down 23.48. while the Ebloc 
100, which trades companies 
from countries joining mone- 
tary onion in the first wave, 
ended at 1.MR22. down 19.38. 

The London market was 
weaker than monetary union 
bloc nations, with the Euro- 
top 300 sub-index for the UK 
losing 2J29 per cent against 
1-88 per cent for the Euro 
bloc sub-index. 

Stocks retreated across the 
board, with not a single sec- 
tor in positive territory. The 
worst performer was prop- 
erty, down 3.43 per emit 


Chemicals fell 2.70 per 
cent while the electronics 
and electrical sector dipped 
2.49 per cent. Ericsson of 
Sweden lost Ecu L4 to close 
at Ecu 28.61, while Nokia A 
dropped Ecu Ecu 0.8 to Eco 
79-38. 

Both companies have 
enjoyed strong runs in 
recent weeks ahead of 
results and dealers attri- 
buted the drop to profit- 
taking. 

Among other sectors, engi- 
neering fell 2L51 per cent, lei- 
sure and hotels 2.67 per cent, 
and distribution 2.96 per 
emit. 

Meanwhile, a European 
strategy report from Dresd- 


ner Kleinwort Benson 
argued that the EU directive 
on takeovers could become 
law within a year, following 
an announcement by the 
Austrian presidency of the 
EU that it intended to make 
the issue a priority. 

The report argued that 
tTric would discourage bids 
for quoted companies, partic- 
ularly in countries wblcb 
had a mare inflexible, infor- 
mal environment for take- 
overs - notably the UK, but 
to a lesser extent Germany, 
Sweden and the Nether- 
lands. If the legislation 
looked like coining into 
force, a final takeover binge 
could be expected. 
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Bond yield curve 
Per cant {JUy 22 1996) 
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INTERNATIONAL CAPITAL MARKETS 


Prices lower on interest rate fears 


jMrtl Hachte in Inuitoft and 
Waters fa New York 


P^ces ended lower as 
"testers took a second look 
“ «*e latest wimwaphy m 
economy by Alan 
Greenspan, chairman of the 
federal Reserve. 

Mr Greenspan suggested 
GS interest rates may have 
to rise to ward off the threat 
of higher inflation despite 
the slowdown In Asia. He 
also repeated his view that 
US share prices were due for 
a correction, which sent a 
sh iver through the world's 
equity markets. 

The equity sell-off would 
usually have seen bond 
prices rise, but they caught 
the pessimistic mood. Euro- 
pean prices lost early gains 


to close slightly lower, with 
gilts also hit by the UK’s 
own interest rate worries. 

“I would have expected the 
bond markets to be a bit 
stronger given how equity 
markets have performed, “ 
said Michael Derks. senior 
strategist at Nomura. 

US TREASURIES ted the 
inquest on Mr Greenspan’s 
Humphrey-Hawkins testi- 
mony to Congress, putting a 
more negative interpretation 
on his comments. 

Jn further testimony yes- 
terday, the Fed chairman . 
reiterated his view that 
Inflation remained a more 
likely to threat to US eco- 
nomic stability than defla- 
tionary forces emanating 
from Asia, a position that 
hag underlined the Federal 
Reserve's monetary stance 
for the past four months. 


By early afternoon in New 
York, the benchmark 30-year 
Treasury brad was down % 
to 106ft. lifting the yield 
back to 5.671 per cent. The 
10-year bond slipped ft to 
101% to yield 5.441 per cent. 
The two-year note was also 
down ft to 99g, yielding 
5.459 per cent 
GERMAN BUNDS led the 
retreat among European 
markets after a strong start 
The September future foil 
0.11 to 109.04, with 400,000 
contracts changing hands in 
Frankfurt 

The spread between the 
be nchmar k gilt and bond 
contracts widened 5 basis 
points to 134 basis points. 

Data released yesterday 
showed German producer 
prices fell 0.1 per cent in 
June compared with May. 
Inflati on data for the state of 


Hesse. " also showed that 
prices rase by LI per cent on 
an annual bams, underpin- 
ning confidence cm price sta- 
bility and providing further 
benign news for the Bundes- 
bank ahead of today's coun- 
cil meeting. 

CM data from three more 
German states wiD be pub- 
lished today and tomorrow 
and are expected to confirm 
the generally favourable 
inflationary outlook for the 
economy. 

Italian BTPs also moved 
slightly lower, shrugging off 
the latest good Inflationary 
numbers, though still hold- 
ing out tiie hope of a cut in 
the discount rate. The Sep- 
tember future settled 007 at 
12099. 

UK GILTS were hit by 
both US and UK interest rate 
worries and fell more 


shar ply than other Eu ropea n 
markets. The September iO- 
year gQt future dosed down 
042 to 106M is brisk LffSe 
trading of 76,000 contracts. 1 
Retail sales data, indicat- 
ing a Ll par cent decline in 
June, did not surprise ana- 
lysts. who had anticipated 
the impact of bad weather 
and the World Cup on the 
high street • 

However, the data Jailed to 
reassure the market that the' 
Bank of England monetary 
policy committee would not 
raise interest rates again. • : 

- Julian Jessop, chief Euro- 
pean economist at Nikko, 
said: ' "Hie markets are’ 
dearly more' nervous about 
interest rates going up, and 
within Europe, the c o u ntry 
most likely to raise interest 
rates in the neat few months 
is the UK." 


IPE tp 
expand pit 
trading 
facilities 


By fey Uni 


more relaxed 
over Russia 


Asset-backed 
deals well met 


New international bond issues 


UVTOU^ 

By Jeremy Grant 


Investors had little to chew 
on as summer torpor held 
back i fff m ancp in the euro- 
bond market However, two 
asset-backed transactions 
made a good showing in a 
market increasingly recep- 
tive to securitised products. 

TYSELEY WASTE DIS- 
POSAL, a unit of French 
conglomerate Vivendi, 
became the first borrower to 
issue bonds backed by pay- 
ments from a UK local 
authority to a private ser- 
vices contractor. 

Borrowing through Tyae- 
ley Finance, the company 
sold $88m of 6.675 per cent 
29-year bands with Paribas 
as lead manager. 

The offering was priced to 
yield a spread of 80 basis 
points over the 20-year gflt 


The bond was securitised 
against revenues payable by 
Birmin gham City Council to 
Tyseley for collecting and 
processing urban waste 
under a 25-year concession. . 

“We believe this transac- 
tion marks an important 
development in the use of 
securitisation to refinance 
public purpose infrastruc- 
ture projects,’' said Charles 
Silberstein, an official at 
Financial Security Assur- 
ance, which is guarantor for 
the transaction. 

Deutsche Bank and Banco 
Cisf, the investment banking 
arm of BANCO COMBRCIAL 
PORTUGUES, launched a 
two-tranche, DM435m trans- 
action that is the first to be 
backed by Portuguese con- 
sumer loans. 

The seven-year floating- 
rate notes were issued 
through a special purpose 
vehicle. More than 33,000 
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loans originated by BCP. 
Portugal’s largest private 
bank, were securitised. 

A senior tranche of 
DM421. 8m was expected to 
be rated AA, Aa2 and AA by 


S&P, Moody's and Fitch 
respectively and carried a 
margin of 2S basis points 
aver three-month. Libor. The 
DMi&3m TnpyniTTim? tranche 
had a margin of 53 paints. 


SNS BANK, the Nether- 
lands’ sixth largest bank, 
made its debut euro Issue 
with a ESGQm floating-rate 
note co-led by BNP and 
Credit Agricole Indosnez. 


The International Petroleum 
Exchange is to spend almost. 
£250*000-00 expanding by 60 
per cent its Open-outcry pit 

trading faHTOtaa frtr tty lead-. 

ing contract &ent crude oil. 
after a & per cent, increase 
in the number of floor trad- 
ers in the.past few weds. 

Lynton Jones, ; the IPE’s 
chief executive, said most of 
the influx of new floor trad- 
ers has come from the Lon- 
don International Financial 
Futures Exchange, which 
plans to. move entirely to 
etectrtatetradingfiff all con- 
tracts by ndd-1999. ' ' 

"There have been 22 from 
ijff e and. two from tbe' Chi- 
cago Mercantile Exchange, 
and six more from I iff** are 
awaiting approval A further 
14 from Lifle have bad their 
application to trade on the 

IPE approved but have yri to 
move across," Mr Jones told 
tbe FT. The IPE currently 
has 180 floor traders. 

From- early 1S99, the IPE’s 1 
two leading contracts - gas 
oil and T foprrt — wm trade 
electronically both before 
and after the existing opm- 
out cry trading day. . 

Precise opening and clos- 
ing times lor this new elec- 
tronic trading will be 
announced later. 

The IPE is also planning to 
enter into what it' calls a 
"full-scale strategic alliance" 
with the New York Mercan- 
tile Exchange, with which 
the IPE already has in place 
an agreement to develop a 
common electronic trading 
platform. 

Mr Jones said the pro- 
posed affiance would be put 
to the IPE’s board for 
approval by the beginning of 
November. He said be hoped 
the alliance would become a . 
reality "in the first half erf 
1999". 


By Jeremy tart 


Russia's rescue package 
from tte International Mone- 
tary Fund and the success of 
its -T-bill exchange scheme 
have reduced volatility In 
AimM y yin g debt markets and 

investors, are taking a' lad 1 

ger-term view of such risk. 

However, if Russia fells to 
follow up with structural 
reform, sentiment could rap- 
idly turn sour again and 

mnrlrpfg r airmin QQ their 

guard, economists said. 

“The mood is much more 
relaxed and people are more 
prepared to take a longer- 
term view, winning three to 
four months. But Russia stiff 
has to daiiva- an reforms." 
said Isaac Tabor, at West 
Merchant Bank. 

The JP. Morgan emerging 
market band index, seen as a 
benchmark for sentiment in 
ornfwr gtn g debt markets, was 
showing a yield spread over 
the benchmark US Treasury 
bond of 570 basis points on 
Tuesday, against 621 basis 
points last Friday, just 
before the Russian. T-bill 
exchange closed. That 
reflects a rise in the value of 
emerging market paper. 

• In Russia, restructured 
Soviet-era debt - known as 
Prim - were trading at 47 
cents on the dollar before 
the IMF package and 
exchange deal. After the 
plans were announced on 
Monday, they had climbed 
above SO cents. 

Richard Gray, head of 
emerging markets at Bank of 
America, said Russia was 
"off the fear fist", to addi- 
tion, markets ranging from 
Latin American Brady bonds 
to domestic eastern Euro- 
pean bonds had outper- 
formed Russian bonds. 
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“Volatility ought now to 
. .start dropping and then mar- 
kets should settle into a less 
dramatic bat safer crawl tq 
Sneer ground," Mr Gray -. 

i piM 

Emerging markets are also 
likely to see fresh flows of 
funds given flat the global 
search fin: yield continues 
unabated. 

Economists say Investors - 
- already appear .to be disf& ; 
guishing between' the vari- 
ous. emerging m a r k e t risks 
as it becomes / dear . that - 

some countries offer better 
fundamentals than others. : - - 

“With stabilisation to Rus- 
sia and soine sense of stabft- 
ity to Japan, Aria's prbbleua 
can increasingly be isolated 
to their maikete," said Jer- 
ome Booth, at ANZ InvESt- 
ment Bank. “People are also 
starting to differentiate and 
looking at tire fundamentals 
rather than trading on Rus- 
sia tbe whole time.". 

There has been some evi- 
dence of this in Latin Amer- 
ica, where Argentina has 
managed to maintain a 
stream of eurobond Issues. 

to eastern Europe, interest 
rates to the Polish currency 

market were barely affectol 
by the Russian crisis. - 

However, there are con- 
cerns in some isolated 
emerging markets, notably 
Pakistan and ITtar arinf - - 

Islamabad is hovering dan- 
gerously dose to a balance 
of payments crisis, although 
a US decision not to block 
IMF tending to Pakistan Has ‘ 

improved that country’s 
dances of ciindrfng credits. 

. An IMF mission was due 
to arrive to Kiev today to 
assess Ukraine’s reform 
efforts to connection, with 
the cmmtry’S bid far more 
than *2bn in loans. 
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CURRENCIES & MONEY 


Yen falls as Obuchi’s prospects rise 


WORLD INTEREST RATES 
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MARM^ 

By Simon Kuper 

The yen dropped again 
yesterday on reports sug- 
gesting that the most cau- 
tions candidate would 
become prime minister of 
Japan. 

Keizo Obuchi. foreign min- 
ister, looks Increasingly 
likely to be elected leader of 
the ruling Liberal Demo- 
cratic Party tomorrow, and 
to take over the premiership 
from Ryutaro Hashiprato by 
the end of the month. The 
market believes that Mr 
Obuchi is less of an eco- 
nomic reformer than his two 
rivals, Seirokn Kajiyama and 
Junichiro Koizumi, and thus 
less likely to raise Japan 
from the depths. “New cap- 
tain for the Titanic,” 
summed up Julian Jessop at 
Nikko Europe in London. 
Kenneth Landon, mninr cur- 
rency strategist at Deutsche 
in Tokyo, said Mr Obuchi 
seemed merely to- have 


POUND SPOT FORWARD AGAINST THE POUND 


“inherited the platform that 
Mr Hashimoto would have 
put forward if he had not 
resigned as prime minister”. 

Mr Obuchi supports a new 
fiscal stimulus worth 
Y6,000bn in tax cuts and 
another Y10,000bn in public 
spending, but his rivals have 
similar plans. Robin Mar- 
shall, chief economist at* 
Chase in London, noted: “He 
doesn’t inspire confidence as 
a man with a strong agenda 
in banking reform, in the 
way that Mr Kqjlyama 
does.” The market was no 
longer viewing the change of 
premier as a “cathartic 
event.” added Mr Marshall. 
“There was an initial, 
slightly absurd, conclusion 
that once Mr Hashimoto had 
gone all the problems would 
be solved Quickly.” 
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The dollar, which had 
risen Yl.2 on -Tuesday, 
gained another YOi» yester- 
day to close in London at 
Y14L0- It shrugged off the 
fall on Wall Street precipi- 
tated by Alan Greenspan, 
chairman of the Federal 
Reserve, who said share 
prices were too high. 

The zloty was fived at a 
record high above the centre 
of its trading band for the 
second day running, even 
though the Polish central 
bank again sold its currency 
in the market. The National 
Rank of Poland bought an 
estimated S60m-580m yester- 
day, to add to the $l00m or 
so it purchased on Tuesday. 

■ The South Afri can rand 
rallied after Trevor Manuel, 
finance minister, reassured 
investors with bis display 
during a parliamentary 
debate on the currency. The 
rand gained 9 cents against 
the dollar to R6.22, although 
it is stm down 20 per cent 
since late May. 
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Mr Manuel said that the 
government would keep pur- 
suing fiscal rectitude and 
that South Africa's Reserve 
Bank would stay indepen- 
dent He' also suggested that 
interest rates would stay 
high for as long as necessary 
- they have risen 6 percent- 
age points since the rand 
camp under attack. 

John Clemmow. at Inves- 
tec Securities in London, 


said: “1 don't think that 
what was said is going to 
make any difference. The 
finance minister stood up 
and did what one would 
expect him to: he blamed 
everyone else, and pressed 
the right buttons." The rand 
was now fundamentally 
undervalued, but would stay 
in trouble until speculators 
found another target, Mr 
Clemmow said. 

So why did Mr Manuel's 
simple reiteration of existing 
policies boost the rand? Mr 
Clemmow explains: “There 
is still a significant amount 
of vestigial racism, certainly 
in some of the South African 
commentators, and they 
have a fear that the finance 
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minister will stand up and 
say something ludicrous.” 
When Mr Manuel instead 
stated the obvious, they 
were reassured, says Mr 
Clemmow. 

■ The pound dropped on 
weak retail sales data for 
June. Sales growth fell to its 
lowest in two years, hit by 
the economic slowdown, the 
football World Cup and the 
rain - “dampening is the 
operative word”, said Tim 
Fox, currency strategist at 
Standard Chartered in Lon- 
don. Sterling fell 0.6 pfgs and 
0.6 cents to DM2.938 and 
$1,641 respectively. 

But most in the market 
a tiTI think that the Rank of 
England’s monetary policy 
committee will raise interest 
rates again next month. 
Reflecting this view, short 
sterling futures shrugged off 
the retail sales data to 
record another fall. The 
March 2000 contract lost 8 
basis points to price in base 
rates of about 6.75 per cent 
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NOTICE TO THE HOLDERS OF 

Winbond Electronics Coiporation 

(Incorporated with limited liability in Thrwan, Republic of China) 

US$100,000,000 

1 per cent. Convertible Bonds due 2002 

(the “Bonds”) 

“Notice of Suspension Period 
and Conversion Price Adjustment” 

Reg & CUSH* * Y95873ADO Role IWArCUSlP# 972657 AB6 

NOTICE IS HEREBY GIVEN to the holders of the outstanding 
Bonds of Winbond Electronics Corporation (the “Company"), 
pursuant to the Hums and Conditions of the Bonds, that the 
Company will offer its shareholders the right to subscribe to 
ordinary shares of up to an aggregate 200.000,000 shares at the 
subscription price ofNTKM. At its Board of Directors meeting held 
July 7, 199S, the Company has fixed July 29, 1998 as the record date. 
In accordance with the provisions of the Indenture constituting the 
Bonds, the Conversion Price will be adjusted firm NTS8&78 to 
NTS38A9 effective as of July SO, 1998. 

In accordance with the ROC Company Law, the Company will dose 
its stock transfer books during the period of July 25 to July 29. 1998. 
As a result, the bondholders' right to convert any bond into the 
Company's Shares shall be suspended and shall not be exercisable 
during the period (the “Suspension Period”). 

Bondholders should consult with the Terms and Conditions of the 
Bonds contained in the Offering Circular dated November 4, 1997 
far specific provisions concerning the conversion rights attaching to 
the Banda. 

WINBOND ELECTRONICS CORPORATION 
By: THE BANK OP NEW YORK 

at Tmwitr 

July 23, 1998 
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readers in France. Our link with the French 
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unique recruitment advertising opportunity to 
capitalise on the FTs European readership 
and to target the French business world. 

For Information on rates and further details 
please telephone: 

Toby RndeoOroftB on *44 171 8734027 
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Tel +44 171 793 3100 


appeals In the UK edition 
every Monday, Wednesday 
& Thursday and In the 
International edition 
every Friday. 

For further I nf or ma tion 
please contact: 

Toby Ftnden-Crofts 
- +44 01718734027 


Property Securities 

NO-/6PLC 


Class AT Notes 
Mortgage Backed 
Floating Rate Motes 
due 2023 

Notice b hereby ghwn that 
there will be a principal 
repayment at £4664,00 per 
n 00.000 Note pursuant to 
Clauses (5b) of the Notes 
on the interest payment 
date 31st July 1996 The 
principal amount outstand- 
ing on 31st July 898 wO 
therefore be £12.609.00 per 
Mote. 
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COMMODITIES & AGRICULTURE 


OIL GLOOMY TR ADERS NEED EVIDENCE TOAT OPEC CUTS A RE WO RKIN G, SAY INDUSTRY OB SERVERS . ... ' ~ '■ v : 

Continued growth reported in US crude stocks 


ByRobert cosine 

gloom that has settled 
over world oil markets in 
decent weeks showed no sign 
of lifting yesterday, as the 
latest weekly inventory fig- 
ures from the US revealed 
continuing growth In crude 
oil stocks - even though 
most refineries were 
reported to have been work- 
ing fiat out. 

The bellwether Brent 
Blend contract for Septem- 
ber delivery was quoted at 
$1233 a barrel in late trading 
on London's International 
Petroleum Exchange, down 
by just 3 cents from Tues- 


day’s close, although it had 
fallen as low as $12.49 a bar- 
rel earlier in the day. 

On the New York Mercan- 
tile Exchange, the futures 
contract for September light 
crudfe opened sharply lower 
in response to the bearish 
stock data, although it also 
later recovered to $14 by 
midday, down 4 cents on 
Tuesday’s close. 

In its weekly report, the 
American Petroleum Insti- 
tute said crude oil stocks in 
the US - the world’s biggest 
oil market - rose by Tin bar- 
rels over the past week to 
340m barrels. That figure is 
well up on last year’s level. 


A similar survey by the 
federal government’s Energy 
Information Administration 
also showed a build-up In 
crude oil stocks, by 5.6m 
barrels. 

- Both surveys disclosed a 
leap in distillate foel stocks, 
which are at their highest 
summer level since the Gulf 
war. 

Oil analysts say that such 
large stocks of distillate 
fuels lessen the chances of 
an early winter rally in 
prices based an shortages of 
fuel used far heating. Distil- 
late fuels are used exten- 
sively in the north-east of 
theUS. 


In recent weeks, the Inven- 
tory data from the US have 
become some of the oil 
industry's most closely 
watched indicators of future 
price movements^ 

This follows the decision 
in late June by the Organisa- 
tion of Petroleum Exporting 
Countries together with 
some non-Opec producers, 
such as Mexico, to make a 
second cut in production 
output to support crude oD 
prices. 

.Many industry observers 
believe that, the oil markets 
need to see a steady erosion 
of US crude stocks before it 
can be accepted that the 


Opec production cnts are 
working. 

Such evidence couM also 
spar big end-users, such as 
airlines and railways, to 
ester the market to secure 
supplies of ofl at the current 
low prices. So for there has 
been little evidence of such 
end-user buying, according 
to traders. 

Inves tment bank and bro- 
ker ABN Amro summed up 
the mood In the market in 
its latest oil report 

“Price sentiment contin- 
ues to be driven by these 
high stock' levels - at a time 
when stocks are high... it is 
difficult for traders to 


become concerned over sup- 
ply security " Jt said. 

Those seeking evidence of 
a shift in sentiment are also 
watching global demand 
growth figures, although so 
far they remain generally 
pessimistic. .- 

London’s Centre for Globa) 
Energy Studies this week, 
revised downward once 
again, its forecast for growth 
in oil demand, to just 136m 
barrels a day. That is in 
sharp . contrast to its 
prediction last December of 
13m b/d. •— 

Other analysts are even 
more bearish,, with some 
forecasts released this week 


Kerala tea gardens in need 
of further intensive care 

Improved world supplies mean India's least profitable tea centre 
must raise the quality of its crop to survive, says Kunal Bose 


T he southern state of Ker- 
ala is among the least 
profitable tea-growing 
centres in India. Without 
last year’s boom in tea 
prices, which was triggered 
by a big setback In the Ken- 
yan and Indonesian crops, 
many tea gardens in Kerala 
would have been unable to 
sustain production at their 
present levels. 

K. Ahmedullah, adviser to 
tea group Harrison Malaya- 
lam and one of India's most 
respected planters, says: 
“Literally, a large number of 
tea gardens in Kerala were 
in intensive care m 1996. 

“What helped the industry 
in Kerala was the more than 
doubling in prices of 
medium and poor quality 
teas last year. For the first 
time in many years, the Ker- 
ala gardens, especially the 
ones owned by individuals, 
had the money to buy essen- 
tial inputs like fertilisers 
and pesticides in right quan- 
tities and upgrade tea mak- 
ing factories." 


COMMODITIES PRICES 


BASE METALS 
LONDON METAL EXCHANGE 

ffitew from A nW^ium SUM Tftftfl 
■ MnUM. 99J WHY (S par tame) 


However, Kerala is set to 
return to difficult times. 
Kenya, Africa’s largest tea 
producer, is harvesting a 
record crop this year and 
Indian output rose nearly 
32m kg to 221.42m kg by the 
end of May. 

A.K. Atal, director of 
J. Thomas, the world's larg- 
est tea broker, says: “As the 
world's supply of tea has 
improved considerably in 
the current season, the 
prices of poor quality teas 
continue to fall. 

“Unlike last year, when 
the price difference between 
good quality tea and inferior 
grades became narrow, the 
buyers will now pay a 
premium for only good 

lines of tea.” 

At the tea auction in 
Kochi. Kerala, well-made 
good liquoring CTC (crush, 
tear and curl) tea is selling 
at Rs90-Rsl00 a kg compared 
with Rs40 (94 US cents) a kg 
for poorer quality tea. 

Kerala produces almost 
70m kg of tea a year - about 


9 per cent of the Indian crop 
— but industry officials say 
poor quality teas account for 
more than 35 per cent of Ker- 
ala’s output. 

“The big plantation groups 
like Tata Tea. Harrisons Mal- 
ayalam and AV Thomas are 
producing excellent teas 
even nwngh the climate and 
soil in Kerala are not ideal 
for tea cultivation,” says Mr 
Ahmedullah 

“Many of their gardens 
have attained a productivity 
rate of over 3300kg a hectare 
against the state average of 
less than 2,000kg a hectare, 
but most of the gardens 
owned by individuals pro- 
dace poor quality tea and 
their productivity is also 
low,” he adds. 

Abhjjit Mazumdar, senior 
vice-president of Tata Tea, 
says: “Many Kerala tea pro- 
ducers make a kind of 
earthy, reconstituted tea 
which finds the market only 
in south India and Goa. More 
planters in Kerala must 
learn to make Assam type 



Kerala produces 9 percent of btdia'i crop but 35 pa- cent of Us output is poor quality Panos Pictures 


CTC tea to get access to a 
bigger and better paying 
market." 

The Indian Tea Board’s 
national campaign to 
Improve tea quality has 
made little impact in Kerala. 
“The reason is too much 
dependence of Kerala tea 
producers on the southern 
regional market and Russian 


buying. When the Russians 
buy tea from Kerala, they 
only go by leaf appearance 
and not by beverage qual- 
ity,'’ Mr Atal says. 

Investment is needed to 
modernise both the Kerala 
gardens and tea factories, 
says Mr Mazumdar, and to 
replace the old, low-yielding 
bushes. 


Industry officials say gov- 
ernment help is needed. 
“The state government plays 
a big role in fixing the wages 
of tea garden workers. . At 
Rs80 a day wages are highest 
in Kerala. But productivity 
in Kerala is 25 per cent 

lower than m Tamil Nadu. 
This has to be corrected.” 
says Mr Ahmedullah. - 
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suggesting that growth in 
global demand could, flftSDP 
to just lm b/d this year. . . . 

. Those seeking a silvw lin- 
ing in the : statistical gioam 
point to the possibility of an 
exceptimafly coM northern 
winter brought about in part 
by a reversal of the wanning 
trend causedbythe HMfio 
weather phenomenon in the 
Pacific Ocean. ■ : " 

A normal winter would be 
unlikely to makemuriiaf a 
Hont in stock levels, say oil 
company economists, but as 

unusually odd or early win- 

ter could at least shift inves- 
tor sentiment in favour of 
higher prices. - 


Kenya set 
for record 
tea crop 

Bjr&nrMaad 


Kenya's tea crop mil be Its 
best .ever this year at .some 
280m 290m kg, according to 
Specialists in Mombasa. 

The mammoth crop, which 
would be up by almost 27 per 
cent from the 220.7m kg of 
1987, is almost entirely the 
result of a near perfect emit 
bination oT heavy rainfall 
earlier this year followed by 
ample sunshine. The' previ- 
ous record was set in 1996, 
with 257m kg. 

Africa Tea Brokers in 
Kenya had estimated that 
production in the first six 
months- of 1898— the period 
of the year of greatest output 

- was l5K22mkg, some SO 
per cent more than the 
96.73m kg produced In the 
first half of 1997. - 

- Mombasa tea- auction 
prices reached a peak this 
year of $3.70 a kg In April 
but have retreated to $2.40 
more recently, and tea trad- 
era believe that prices will 
fall fiafher as the impact nf 
the expected harvest begins 
to make itself fait later in 
the year. . 



m 

US and 
UK coffee 
futures 


MARKETSfffiPWrr 

By Pad Sofcran 


Robusta -coffee . futures 
jumped on the London inter- 
national. Financial Futures 
Exchange, fallowing a rise in 


US arablca futures prices, 

- The. benchmark Liffe Sep- 
tember contract-finished $15 
highs- at SL570 a. tonne, Its 
highest for two weeks. Sep- 
tember arabiea was 6.75 
oenta higher at U5 cents a 
pound at midday on Nevr 
York’s Coffee. Sugar and 
Cocoa Exchange. 

In contrast, September 
cocoa ended £10 . lower- On- 
Line at £1,078 a. tonne in 
tfuiet trwhng. 

Coffee production in 
Rwanda is - ■expected to rise 
this year for the: first, time 
since the civil war of 1994. 

Industry, officials said 
favourable .weatbvand new 
government policies would 
help tio raise production by 
about AOOOr tonnes to 17,500- 
tonnes this year. - 
Rwanda coffee production 
peaked at 43joas tonnes in 
1987. No coffee was produced, 
during the dvfl war, and the 
crop has remained small 
since then. 

The crop of U&43 tonnes * 
in 1997 was the smallest for 
lyeark.' 

However, new policies 
offering price incentives ; 
to tamers, new regional 
co-operatives, and support 
for growing an faille areas 
boosted crop quantity -and 
quality. 

Base, metals, ended mixed , 
on the London Metal 
Exchange. Copper stayed 
above $1,700 a tonne to fln* - 
ish down $2 at $1,709. AIu- 
minitrm rose $5 to $1^68 a 
tonne, with the market 
largely ignoring news that . 
LME stocks were at a seven- 
year, low of 492£75 tonnes. 

Lead and xinc traded rou- 
tinely, dosing unchanged at 
$534 a . tonne and up $4 at 
$1,069 a tonne respectively. 
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. . ACROSS 

1 Knocking tr^iticni in the 
States (5&S) 

10 A key face-saving device 

. for counsdlar (7) 

11 Interior of tent to match 
EngHrfi weave (7) . 

12 Dug up material (5) - 

18 Honest, once you are back 
in view (8) 

15 One can afford passage 
north in the winter (10) 

16 Com, without a smile (4) 

18 Handle derision e xpr es se d 

. by this paper (4) 

- 20 Shqps at stores in Barking 
CW) ■ 

22 "Windfall could be finished,, 
starting to run mto prob- 
lems early (8) 

24 Colour Chat’s religious in 
the main (5) 

26 Retreat on revolution (7) •„ 

27 A real man, a character 
that registers every anni- 
versary (7) 

28 Double' celebration, very., 
quiet, disturbed an gler eg 
( 12 ) 

DOWN 

2 Retribution, say, not once 
brought up O) 

3 Money just for material ( 8 ) 

4 "Kgs don't start rows (4) - 

5 Negotiate, intended to be 
heard by. head ol school 
course (10) • 


6 Retired gunners have tim 
spare (5) 

7 First thoughts on sailinj 
ship's cause of fire (7) 

8 Port managers advertise 
ment(8£) 

9 Find 28 a -formidable advet 
any? (4^5) 

.14 Da a bit of entertainmen 

17 Doctor to put up enpioyei 
(8) 

19 Ripped off coat with Initia 
defiance (7) 

21 Get rid of old joke, get ric 
of tune (7) - 

23 Righ t to step op and gt 

. over old ground (5) 

25 Reserve gets end of season 
report (4) 

- Solution 9,740 
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LONDON STOCK EXCHANGE 


US interest rate scare drives Footsie below 6,000 


By Steve Thompson, 

UK Stock Market Editor 

There was more severe pain 
for UK equities yesterday 
with shares prices t umbling 
across the board for the sec- 
ond consecutive session as 
the market continued to 
react to Alan Greenspan’s 
speech to the US Senate. 

The chairman of the US 
Federal Reserve warned of 
the inflationary dangers of 
rapidly expanding employ- 
ment and demand, as well as 
stating that the. risk of a 
pick-up in inflation out- 


weighed the threat of a 
sharp economic slowdown. 

And adding to the mar- 
ket's discomfort, he claimed 
that the level of stock prices 
may be hard to sustain. 

With the threat of a rise in 
US interest rates, possibly as 
early as after the next meet- 
ing of the Fed’s open market 
committee, scheduled for 
August 18, hitting Wall 
Street overnight, London 
was under pressure through- 
out the session. 

And it was not only the 
Greenspan effect that 
prompted teg losses in Lon- 
don. Comments on Tuesday 
by Barton Biggs, Morgan 


Stanley Dean water's global 
strategist, and by BT Alex 
Brown's Pan-Buropean 
Equity Strategy team added 
to a gloomy picture. 

The Morgan Stanley guru 
forecast a 20 to 30 per cent 
Call by US stocks in the next 
six to nine months with 
European markets retreating 
10 per cent BT Alex Brown 
also forecast a IQ per cent 
drop in European markets. 

The Dow Jones Industrial 
Average fell 105 points over- 
night and posted a further 

three-figure plunge during 
early trading yesterday, 
bringing increased downside 
pressure on a London mar- 


ket already buffeted by 
waves of selling. 

There was further gloomy 
domestic economic news. 
Retail sales fell LI per cent 
in June, with economists 
blaming the distraction of 
the World Cup and the poor 
weather for the decline, 
which was slightly more 
than the consensus forecast 
of a 0.6 per cent ML 

Some observers took the 
view that the Ml in sales 
would lead to reduced pres- 
sure for a rise In UK interest 
rates when the Bank of 
England's monetary policy 
committee meets on August 
5 and 6. Ken Wattret at Pari- 


bas said theca have betel 
signs that consumer and ser- 
vice sector demand me cool- 
ing while the July RPf data 
were better than expected. 

“Our best guess remains 
that we see another quarter; . 
point hike in rates next 
month,- said Mr Wattret. 

At t he close of trading the 
FTSE lOtf was down a fur- 
ther 143.1 at 5,989-6 for a 
two-day decline ' of- 189.4 ’ or 
3.1 per cent 

The Junior FTSE indices 
also fell sharply, with the 
FTSE 250 settling a net 44.4 
off at 5J59.3 and the FTSE 
SmallCap 19.0 lower at 
2J70JL 


It was not all sell-side sto- 
ries, however. One of the 
stock, market’s longest-run- 
ning takeover stories came 
to fruition as US investment 
group Kohlberg Kravis. 
Roberts pot together a hid- . 
rimg consortium, including 
UK insurers Guardian Royal 
Exchange ‘and Royal & Sun 
Alliance, offering 200p a. 
sh a re for WjHis Gorroon. 

The Willis ted saw .shares , 
in Sedgwick, the UK's sec- 
ond higgest insurance broker 
after Willis,- ris e s trongly on 
the view that it too will 
attract a predator. - 

Turnover reached a disap- 
pointing 832,4m by 6pm. 
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Rumours 
of deal 
lift RBS 


because of the possibility 
that an unwelcome bidder 
might move in on a merged 
RBS/Scottish Widows. 

One of the longest running 
takeover stories came to a 
conclusion yesterday when 
insurance broker Willis Cor- 
root} announced an agreed 
bid from private equity firm 
" Kohlberg Kravis Roberta 
flv.TY J’rTV V.! through its vehicle Trinity 


By Steve Thompson, Joel 
ttibazo, Candida Williams 
and Martin Brice 

A report that Mellon Bank is 
about to acquire Newton 
Investment Managers for 
around £l70m was said to 
have been behind the rea- 
sonably resilient perfor- 
mance of Royal Bank of 
Scotland shares. Royal Bank 
of Scotland has a one-third 
stake In Newton. 

RBS shares traded up to 
£10.40 for much of the morn- 
ing, only succumbing to the 
overwhelming market weak- 
ness during the afternoon, 
eventually finishing a net 21 
lower at £10.08. 

Sustaining RBS was a 
flurry of rumours that the 
bank may be lining up a sub- 
stantial acquisition and 
clearing the decks in prepa- 
ration for such a move. 

Talk in the stock market 
suggested that Scottish Wid- 
ows. the life assurance/ pen- 
sion fund mutual, which 
already has close links with 
RBS, was the perfect part- 
ner. Specialists said the 
acquisition of Scottish Wid- 
ows would cost more than 
£6bn. but would be well 
received by the market 

They warned, however, 
that Scottish Widows might 
be reluctant to demutualise 


Acquisitions. 

News of the 200p a share 
deal not only sent shares in 
Willis soaring but also trig- 
gered renewed bid specula- 
tion in UK rival broker 
Sedgwick Group- 

Trinity was formed by 
KKR with the support of five 


of the world's leading insur- 
ance companies.. 

Willis said Trinity had 
agreed to purchase 42558,502 
Willis shares, representing 
95 per cent the company's 
issued share capital from 
Phillips & Drew Fund Man- 
agement although turnover 
on the Seaq screen was a 
mere 35m by the close. 

The shares remained 
around the top of the FTSE 
250 best performers league 
throughout the day, rising 19 
or 10.6 per cent to 197Vip. 

The; were closely followed 
by Sedgwick which appreci- 
ated 12% to 146%p as specu- 
lation that the group will 
soon be on the receiving end 
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of a bid gathered pace. 

One of the few Footsie 
stocks to strike an advance 
was BOC, which gained 7 to 
860p, helped by comments 
from Salomon Smith Barney. 
It highli ghted BOC as The. 
cheapest stock in the sector” 
in a review of the worldwide 
industrial gases industry, 
and set a 12-month price tar- 
get of 970p on the shares. 

However, the broker added 
that BOC was also a risky 
stock, although all the 
short-term bad news was in 
the price. 

Boost for BBA 

BBA Group benefited from 
a series of positive broker 
comments following its 

gnnrwnirwwiimt of the < gri* > of 

’ its Ajax Induction furnace 
business, which completes 
its exit from specialist elec- 
trical operations. 

Colin Crook at Lehman 
Brothers told clients that 
BBA was largely Insulated 
from some aspects of the 
Asian slowdown. He said 
order patterns were slowing 
for a host of industrial man- 
ufacturing goods. 

His valuation model sug- 
gests that BBA shares were 


this year and I7p next. 

Three of th e biggest falls 
in the FTSE 100 were suf- 
fered by stocks notable for 
their illiquidity. The biggest 
Ml was by Schraders, which 
lost iso to £16.05, while 
Misys shed 236 -to £31.01 in 
very thin volume ahead of 
final results next week. 

Stagecoach suffered- fol- 
lowing its results on Tues-- 
day, despite generally posi- 
tive broker comment. The 
shares, which have suffered 
volatility since entering the 
Footsie, moved into positive 
territory in early trading but 
selling in the afternoon saw 
it close down 63 at 02.47. . 

There was no sign of any 
reel support for the banks, 
apart from Royal Bank of 
Scotland. Several brokers . 
have turned cautious on the ' . 
sector including Charter- 
house Tflney which has now 
downgraded its recommen- - 
datlon on the sector from 
“overweight’* to “neutral". 

The broker cites the pros- 
pect of a bard imuUtig for 
the UK economy and' 
increasing pressure on net 
interest merging among the 
reasons for its move. 

Banks suffer 

Among individual stocks, 
the broker shifted its recom- 
mendation oh Bank of Scot- 
land from “buy" to “hold". 
Its shares fell 19 to 671p. 
Charterhouse is a seller of 
National Westminster, down 
yesterday, its shares rising 32 to £11:71 and Barclays 
54 to 533 %p. Which MI 36 to £1850. 

The ascent ram» after the On a very poor day in the 
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stm undervalued by about 10 
to 15 per cent They closed 
easier at 480Kp. 

One of the best perfor- 
mances in the FTSE 250 
came from WS Atkins after 
the consultancy it 
won a contract to run 1500 
Job Centres for the govern- 
ment. worth about £lm-£2m 
In total profit to Atkins. The 
shares gained 80 to 604%p. 
Geoff Allum at Henderson 
Crosthwaite said: **WS At- 
kins has been undergoing a 
process of changing strategy 
towards more facilities man. 
agement and Private 
finance Initiative contracts, 
and this is a big feather in 
their cap." 

Shares in drinks group 
Diageo followed the market 
falling 17 to 738p. But US 
investment bank Jp Morgan 
yesterday initiated coverage 
of Diageo with a boy recom- 
mendation and a 12-month 
price target of SOQp. 

Retailer JJB Sp orts t ook 
pole position in the FTSE 250 
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CONTRACTS & TENDERS 


IN THE SUPREME COURT OF GIBRALTAR 

1991 : Comp No 57 

IN THE MATreR OF Bank of Credit and Cotnmm* GJbrahar Limittd 
(In cumpnlmy Uqtadatica/i ‘tbc Company'] 
aqd 

IN THE MATTER Of the Baridng Ordnance 
and, 

IN THE MATTER OF tbe Compares Onfam 

NOTICE TO CREDITORS OF INTENTION TO 
DECLARE A SECOND (INTERIM) DIVIDEND 

To: All pcocra and entities who appear from the records of the Company id 
have lud a contractual rcbuwoship with the company AND have NOT to dale 
Sited a pn*rf nf debt in the liquidation of the Company; 

TAKE NOTICE THAT a Second (Interim) dividend in intended 10 be 
detbred iit-dtis mailer 

Tbe Joint Laquidatras have written to all wfa persons as appear to be entitled 
m hnng a aatuMiul ckwn apmw the Company inviring them to do so no 
later than the claim,, Tiling deadline uf 3 September 1998. The Jowl 
Liquidator; shall thereafter proceed to declare and distribute die second 
lintennii diviiV.*fliJ only to those persons who have lodged proofs of debt 
within the filing deadline and which have been accepted and aHmimv) in the 
IiqunlaiMB. 

All ovTespoThV.'n.-v' and" n>%ces regarding this mater diook) be vent hx 

Tbe Jouu Uqwdalorv 
T A IsoUand E J Gamer • 

Bank of Credit and Commence Gibraltar Limited 
Suae 3c. Rcgil Home 
Qnecnsway 
PO Bos 168 
Gibraltar 


Dated this l»rtt) -diinl Jay of July. 1998 


F A Iwh and E J Gomez 
*hm Uqualtttar. 


Financial Times Surveys 

Bosnia 

Herzegovina 

Tuesday October 13 


For further information please contact: 

Zoljko Paul Mandic 

Tel: +44 1962 889 288 Fax: +44 1962 889 209 

Ewa Placzck-Neves in London 
Tel: -44 171 873 3725 Fax: +44 171 S73 3934 
Email: cwa.placjek-ncvesi&FT.crim 

or Annette Ebert in Frankfurt 
Tel: +49 69 156 85 163 Fax: +49 69 596 44 81 
Email: anncttc.ebert5 FT.com 
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announcement that it may 
join up with Sports Division, 
the rival sports shop chain, 
creating a sports retail giant 
with around 500 stores. '• 

It is not certain whether 
the deal will go through, but 
Richard Rainer, retail ana- 
lyst at Buttarfited Securities 
believes that the deal will 
materialise. 

He expects JJB wfll pay 
about £30Qm for Sports Divi- 
sion, enhancing JJB’s Barn- 


market, late buying of music 
publisher EMI made it the 
best performing stock among 
Footsie constituents. The 
shares hardened 5 to 517p. 
Analysts remain sceptical 
about recent rumours- of a 
hid for the UK group. 

African Lakes, tbe former 
plantation company in 
which George Soros has a 
stake, gained 6 Vi to 55p after 
it announced a new chief 
executive and a move to 
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I FTSE Actuaries Share Indices 

The UK Series 1 

1 TRADING VOLUME I 


1 

■ Major Mocks yesterday. 
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Rockwell GPS traffic management systems 
are giving passengers greater 
efficiency and convenience. 
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; STOCK 

Equities stumble on Greenspan comments 


EMERGING MARKET FOCUS 


WORLD OV HViEW 

Jitters ahead of today's 
Bundesbank meeting hit 
markets already nervous 
over US inflation after Tues- 
day’s comments by US Fed- 
eral Reserve chairman Alan 
Greenspan, writes Emiko 
Terazono. 

Investors in Europe, who 
bad little time to digest Mr 
Greenspan’s half-yearly 

Hump hrey-Haw kins testi- 
mony on Tuesday, followed 

Asia and took profits. Paris, 


which was also shaken by a 
fuel tax-inspired dip in car 
stocks, lost over 2 per cent, 
FrankfOrt declined by 1.7 per 
cent and Madrid lost 1.6 per 
cent 

Europe also suffered from 
position adjustments ahead 
of the Bundesbank meeting 
- the last one before the 
summer holidays. “The 
interest rate differential 
between Germany and 
Spain, especially after the 
release of strong German M3 

data, is causing concern." 


said Jane Edwards, senior 
international economist at 
Lehman Brothers in London. 

However, she pointed out 
that such, worries were mis- 
placed since the strength in 
the German M3 figure nma 
from a rise in public borrow- 
ing rather than private eco- 
nomic activity. 

. m the US, Mr Greenspan 
told a House erf Representa- 
tives banking panel that be 
was more worried about 
Inflation risks in the US 
than the threat of a slow- 


down caused by Asian eco- 
nomic turmoil, repeating his 
testimony given to the Sen- 
ate banking committee on 
Tuesday. 

In the question and 
answer session, held after 
European bourses had 
closed, he said historical 
developments Indicated that 
at some stage there would be 
significant correction of 
stock market values, 
although it was impossible 
to predict the timing. 

Although a Fed ti ghtening 


is unlikely to be imminent, 
given Mr Greenspan's com- 
ment’s on inflation and 
lower productivity and 
growth, the stock markets’ 
reaction has been connect, 
said Brian' Fabbri, chief 
economist at Paribas in New 
York. 

While the US yield curve 
has lost its forecasting 
power far the economy due 
to massive external capital 
inflows into the Treasury 
market and abundant 
domestic liquidity, equity 


Investors should keep a dose 
watch since this was expec- 
ted to- be corrected, in the 
second half of the year, says 
Paribas in a separate report 
Although a flat yield curve 
has traditionally been a sig- . 
nalfor an economic slowing, 
and a negative indicator for! 
stocks.- the did not seem to 
be the case. The currently 
flat yield curve Is expected 
to correct as expectations of 
a Fed. interest rate increase 
towards the end of the year 
heighten, Paribas says. 


at four-year low 


Dow tumbles 
as rate cut 
hopes vanish 


Paris leads bourses lower 


Dividend, buying and general 
bargain-hunting helped 
bring a sBght recovery to. the 
Nairobi Stock Exchange yes- 
terday after the market flsfl 
to a fourand-a-half year low 
early tills week; 

The International Mone- 
tary Fund's suspension of a 
. key loan agreement, result- 
ing in high interest rates, 
the attraction of alternative 
investments and the onset of 
recession have all Contrib- 
uted to tbe slide in the mar-- 




ket over the past 12 months. fA.'SP’ttfr 

- On Tuesday, the 20-share J 


AMBjlGAS 

US shares continued to fall 
back from their recent 
record highs in early trading 
as profit-taking and receding 
hopes of an interest rate cut 


CUi EUROPE 

Grappling with a budget as 
• -m well as Wall Street wobbles, 

Cl Rm PARIS led the way down in 

III 1 1 Europe with the CAC 40 

index sliding 2.4 per cent to 
end off 101.9 at 4*220.19, vir- 
that it blamed on the Asian tually its low for the session, 
economic collapse. Sector sensitivity to the 

The company's shares budget showed through in 
tumbled $18% or 32.5 per motors where news of an 
cent to $38% as a number of increase in diesel tax sent 
Wall Street analysts sav- Renault and Peugeot smartly 


nmp9r -A- 
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agely cut their earnings pro- 


writes jections for the company. 


Richard Waters m New York. 

Technology stories, which 
had experienced the stron- 
gest rally, took the brunt of 
the sell-off, with the Nasdaq 
composite declining 1.2 per 
cent during the morning. 

The Dow Jones Industrial 
Average also lost more than 
1 per cent, with concerns 
about future earnings at a 
handful of companies setting 
the tone and hitting investor 
sentiment 

By early afternoon, the 
Dow was down 96.81 at 
9,08338, extending a decline 
that topped 100 points the 
day before. The Nasdaq com- 
posite was 23.1 lower at 
1.956.04 and the Standard 
AFOOT’S 500 was off 637 at 
1.158.68. 

The biggest decline in the 
Dow came from Hewlett- 
Packard, which warned the 
day before of weaker earn- 
ings in the coming months. 
The company’s shares fell 
$5% or 93 per cent to $55ft, 
having already lost $3% the 
day before. 

Merck also extended the 
losses it suffered on an earn- 
ings warning, falling a fur- 
ther $5% or 4.2 per cent to 
$123%. 

DuPont became the latest 
company in the Dow to issue 
a warning about its pros- 
pects, and its stock foil Jlft 
to $64$. 

The downdraft: from the 
gathering concern about cor- 
porate profits centred on 
Computer Associates, a 
maker of business software. 
It warned of weakening sales 


Elsewhere in the technol- 
ogy sector, computer makers 
suffered the big losses. Dell 
Computer lost $3% to 107%, 
while rival PC maker Gate- 
way 2000 slid $2& to $60%. 
International Business 
Martiinpfi fell (2% to $I25£. 

The two biggest companies 
In the Nasdaq composite 
shrugged off the declines, 
however, with Microsoft up 
$1% to $11313 and Intel clim- 
bing |% to $82%. 

TORONTO faced currency 
worries as well as weakness 
on Wall Street, and amid 
hardening talk of a rise far 
interest rates the heavy- 
weight banking sector 
moved steeply lower. 

As the Canadian dollar 
continued to track record 
lows against the US dollar, 
the local money markets 
tightened. “It looks as if the 
central b ank wQl good, have, 
to move upwards,” said one' 
broker. 

Royal Bank of Canada 
shed 65 cents to C$89.25, 
Bank of Montreal C$1.10 to 
C$82JX) and Bank of Nova 
Scotia 7(1 cents to C$36.30. 
Largely as a result of thin, 
the 300 composite index was 
off 38.43 at 7,371.00 at noon. 

Among industrials. North- 
ern Telecom shed C$1.70 to 
C$89 JO and BEC gave up 15 
cents to C$65 JO. Seagram 
lost 25 cents to C$59.05. 

Golds stood out against 
the downturn, Barrick added 
30 cents at C$27.55 and rival 
gold producer Placer Dome 
pushed ahead by 10 cents to 
C$16.70. 


lower. The former shed FFr8 
at FFr345 and Peugeot came 
off FFT49 at FFr1,248. 

Financials turned in some 
of the day’s heaviest 
declines. BNP came off 
FFr27 at FFr531, CCF FFr19 
at FFr536 and Societe Gener- 
ate FFr82 at FFrl.4141. 
Insurer Axa-UAP retreated 
FFr33 to FFr777. 

Sanafl. fell FFr27 to FFr701 
in spite of a positive note 
from Goldman Sachs winch 
warmed to the group's half- 
year results and reiterated 
its recommended list rating, 
The broker stood fast by a 
target price of FFr800. 



group results due next week. 

Bayerische Vereinsbank 
put an 60 pfg to DM175.50 as 
CS First Boston raised its 
rating on the Munich bank 
and set a price target of 
DM250 ahead of today’s first- 
half results. 

Deutsche Telekom fell 
DM3J5 to DM52 after losing 
a legal dispute with First 
Telec om of the UK. 

AMSTERDAM kept in step 
with the downturn across 


Usmor came off TO cents at Europe with the AEX index 
FFr87.80 following a down- slipping 12.65 to 1,297.88. 


grade by Merrill Lynch 
which moved from buy to 
accumulate. 

The odd patch of blue on 
the trading screens included 
France Telecom, up FFr780 
at FFr385.40, and Canal Plus 
which added FFr20 at 
FFr1,170 after Lehman 
Brothers and a number of 
French brokers turned posi- 
tive on the shares. Seita rose 
FFH0 to FFr276 after Mor- 
gan Stanley Dean Witter 
upgraded from outperform to 
strong buy. 

FRANKFURT fell L7 per 
cent in further response to 
Fed chairman Alan Green- 
span's warnings about infla- 
tion and Asia, and the Xetra 


Philips did its best to supply 


some upside drive, rallying stocks. 


Zurich put on SFr26 to 
SFiT,184 in farther response 
to 'a CS First Boston 
upgrade. Analysts said that 
a SFrlO rise in CS Group to 
SEW65 could indicate switch- 
ing from the pharmaceuti- 
cals and riiemirflls sectors to 
finanriais Another sugges- 
tion was that the demand 
represented buying to cover 
outstanding warrants. 

Among the chemicals 
groups, CSba lost SFr5^5 to 
SFrl8L25 and Clariant SFr42 
to SFT920 after Goldman 
Sachs downgraded the 


by SFriSO to SFr2,100. 

MILAN dosed weaker but 
off its lows as the market 
awaited July inflation data 
after the market dosed amid 
hopes that the .Bank of Italy 
could act to cut the discount 
rate. The real-time _Mibtel 

tnHpy finiaViCTl - 

Olivetti surged L249 to 
L3.6I6 after Tuesday's bettar- 
than-expected results from 
Omnitel, its mobile phone 
business. 

MOSCOW extended losses , 
in afternoon trade on profit- 
taking against the back-, 
ground of a growing war or 
words between the govern- 
ment and energy companies - 
over the crisis package to 


MSE index dosed at 2R24J& 
its lowest level since Janu- 
ary 18 1994. 

Yesterday’s' recovery, 
which saw the market 
improve 0.56 per cent to 
2,847.78, was hriped by divi- 
dend buying of Kenya Air- 


depositor would get . keeping 
their money in a deposit, 
account so I can see a move 
away from equities," , said 
one specialist on the market.- 
With the. recession, con- 


ways, and interest in stocks, tinning, sentiment in the 


such as Kenya Breweries. 

The market’s -latest woes 
began with last. August’s 
suspension- of a $220m 
enhanced structural adjust- 
ment facility XESAF) by the 
IMF. The organisation said it 
had acted because of poor 
governance and corruption. 

. Last week, Robert Robin, US 
treasury, secretary,.. warned 
Kenya that corruption was - 
nw/termining its eCOBQmiC 


- market has also been weak- 
ened by analysts downgrad- 


es ff financial col-., reform progr amm e. 


lapse.The RTS index fell 
12.22 or 6.7 per emit to 171.73. 


The IMF's decision was a 
blow to a country already: 


Ofl stocks were hard hit . gripped by political instabD- 
after the energy majors, led fry ahead of last December’s reduced its holding from 69 
by LUKoil, accused the gov-' presidential election. Ana- to 35 per cent earlier this 
emment of surrendering to lysts say it pushed interest year, will be watching Satury 


of nest week’s start of the 
results season. 

The economic downturn is 
expected to hit consumer- 
related companies particu- 
larly hard ul thnn gh a frmn. 

per tea crqp this year should 
boost earnings at companies 
such as Brotika Bond. 

. . Political uncertain! ty has 
continued to overhang the 
market and investors In 
Krays C umroerci a l Bank, in 
which the government 


ahead of today's results, but 
the broad market was firmly 
on the defensive. 

Philips rose to a session 
best of FI 179.50 before set- 
tling at FI 17560, up FI2 or 
LI per cent Volume in the 
stock was relatively modest, 
however. PolyGram, a 75 per 
cent stake In which Philips 
is selling to Seagram of Can- 
ada, gained 60 cents to . 
FI 10830 in spite of steeply 
lower second-quarter earn- 
ings. 

Akzo Nobel, which BT 
Alex Brown removed from 
its top European 15 an Tues- 
day. lost FI 4.10 to FI 119 for 


Index heavyweights Roche 
and Novartis, which pushed 
the market to record highs 
on Monday and Tuesday, 
pulled back. Roche certifi- 
cates fell SFriSO to SFrUt935 
and Novartis gave up SFr34 

to Sfr2,531. 

Ares Serono, however, was 
an outperformer, advancing 


eminent of surrendering to 
“irresponsible” pressure 
from the IMF to force 
through an austerity pack- 
age which, they said, would 
aggravate economic and 
social strains in Russia. 

Analysts said that an auc- 
tion !of government bonds 
earlier in the day did little to 


lysts say it pushed interest year, will be watching Satur- 
ates up sharply, putting the day’s, annual meeting for 
brakes on focal and foreign signs of continuing govern- 


investment 

. One analyst said: "The 
government has been forced 
to issue both one and two- 
year bands to raise money. 
At- current interest rates, 
investors would rather put 


rimer the market in spite of thafr money to bonds, where 
hopes that a restructuring of they can get a return of 25 


short-term debt completed 
earlier this week would ease 
the pressure an the govern- 
ment debt market. 


Ml, -—Hit H im! 1^. yi„l, „ -t 

vniuwi «n oonea ny w cpwi 
Morgan, Jeffrey- Brown, Emiko 
Terazooo and Peter HaO 


per cent, than in equities.!* . 

Individual investors may 
also be prised away from 
equities with yesterday’s 
launch of a one-year fixed 
rate bond yielding 16 per 
cent (without tax). "This Is 
much more than any «man 


ment interference in the 
appointment of hew mem- 
bers of the board. 

Fears of a strike among 
banking staff following the 
Introduction of fringe benefit 
tax in last month's budget 
have also cast a shadow over 
that particular sector. 

Analysts will also be 
watching to see if the gov- 
ernment sticks to its refusal 
to pay the teachers a sub- 
stantial pay increase agreed 
last year. 

Joel Kibazo 
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Dax index registered a fall of a two-day decline of almost 6 


Sao Paulo falls sharply 


SAO PAULO picked up 
where it left off on Tuesday, 
moving steeply lower at the 
sight of heavy selling on 
Wall Street 

TelebrSs came off (XS per 
cent at R9135.90 and Petro- 
bras 1A per cent to RS273. 
But the main upset among 
blue chips was provided by 
Eletrobrds, which tumbled 
dramatically in early trad- 
ing. losing 5.7 per cent at 
R$38J0. 

At midsession. the bench- 
mark Bovespa index had 
added to the previous ses- 
sion’s 1.7 per cent decline 


with a fen of 180 or L7 per 
cent at 10,743. 

MEXICO CITY also fell 
sharply and at midsession 
the DPC index was off 38£3 
at 4£1A2L 

The second-quarter results 
from index bellwether Tel- 
mex were widely seen as 
positive but the telecoms 
giant failed to buck the 
downturn, retreating 15 cen- 
tavos to 2345 pesos. 

Housebuilder Consorclo 
Ara lost 40 centavos to 28.60 
pesos in spite of an upgrade 
from “hold" to “buy” cm the 
shares from CS First Boston. 


102.99 at 6.081.1L 
Among blue chips pulling 
the index lower, Siemens fin- 
ished down DM2.80 at 
DM135.70, giving back some 
of Tuesday’s strong rise. 

SAP, which had provided 
some support early on with a 
rise of DM74, pulled back 
late in the day to dose DMl 
higher at DM1.227. 

Against the trend. Daimler 
held on to a gain of DM4 at 
DM17625 as news of better 
first-half commercial vehicle 
sales lifted hopes for 


per cent 

Aegon ran into profit- 
taking after the previous ses- 
sion's 32 per cent gain. The 
shares lost FI 4.90 to 
FI 218-50.! 

ZURICH pulled back from 
the peaks achieved earlier in 
the week as profit-taking 
took hold, although two 
financials. Zurich and CS 
Group, outperformed the 
market with gains of more 
than 2 per cent The SMI 
index closed 71-3 lower at 
8240.7. 


WY. . . 




Johannesburg drops again 




Shares in Johannesburg 
moved lower for the third 
day running with the all- 
share index slipping 83.6 or 
12 per cent to 7,201.4. 

Golds led the way down 
with a decline of 32.8 or 3.1 


per cent to 1,021.6. Finan- 
cials lost 209.1 at 12,293.1 and 
industrials retreated 74.3 to 
8,4112. 

Premier Group provided 
one of the day’s biggest 
upsets, sliding 6£ per cent or 
10 cents to R1.44 on disap- 
pointing results. 


Policy fears drag Tokyo down 


WMAPACIHC^^ 

Concern that the next 
administration's economic 
policies would squeeze Japa- 
nese banks pulled TOKYO 
lower for the third straight 
day, writes Alexandra 
Harney. 

The market soared nearly 
4 per cent Vast week after 
Ryutaro Hashimoto resigned 
as prime minister, and hopes 
grew that the new adminis- 
tration would take on Japa- 
nese banks' credit problems. 

The Nikkei 225 average 
tumbled 1.6 per cent or 
263.63 to 16.293.06. having 
traded between 16286J56 and 
16,460.69. Volume was up 
slightly, but still thin at 


Malaysia 

KLSEtaScetCratetad) 



The Long Term Credit 
Bank, rumoured to be meet- 
ing difficulties in its merger 
talks with Sumitomo Trust, 
dosed below Its face value of 
Y5Q, losing Yi to Y49. Sak- 
ura Bank was the mast 
heavily traded share, finish- 
ing down Y17 to Y327. 

Sumitomo Trust slipped 
Y20 to Y475, Fuji Bank lost 
Y 18 to dose at Y567, and the 
Bank of Tokyo Mitsubishi 
tumbled Y4S to YL495. The 
banking sector overall fell 
2,7 per cent 


Blue chi p s , higher on for- 
eign demand in recent 
weeks, also fell. Sony, which 
climbed to a record high of 
Y13.390 the previous day, 
sUpped Y90 to Y1320Q. NEC 
was down Y17 to YL343, and 
Honda lost Y110 to close at 
Y5.300. 

Iron and steel shares were 
down 22 per cent Nippon 
Steel, the world’s largest 
steelmaker, slipped Y6 to 
Y254. Kawasaki Steel fell 
Yi3 to Y253. Investors have 
favoured steel companies in 
recent weeks, partly because 
the industry is likely to be 
one of the first to benefit 
from public works spending 


expected under the next 
administration. 

The Ttopix index of all first 
sector shares slid 19.32 or L5 
per cent to l .257.85. Decli- 
nes exceeded advancers 885 
to 250, with 133 shares 
unchanged. In Osaka, the 
OSE tumbled 167.81 to close 
at 17.211.98. 

KOALA LUMPUB was rat- 
tled by concerns about fail- 
ures among large corporate 
groupings, and the compos- 
ite index fell 15-91 or 3.6 per 
cent to 421.91. Prime Minis- 
ter Mahathir Mohamad's 
comments that the govern- 
ment will revive stalled 
infrastructure projects, 
diverting capital flows from 
recapitalising companies, 
also unsettled investors. 

The financial Index fell 4-7 
per cent as Malayan Bank 
fell 32 cents to M$3.38. Blue 
chips were also lower with 
MBf Holdings felling 11 
cents to 18.5 crate and Ten- 
aga Nasional 26 cents to 

MJ40G. 

SYDNEY ended lower after 
a mixed, low volume session. 
Share stake sale worries hit 
News Corp after the 
estranged wife of Rupert 
Murdoch announced plans to 
file for divorce. The shares 
fell 22 cents to ASLL93. The 


All Ordinaries index gave up 
20.4 at 2,787.5. 

WELLINGTON fell L3 per 
twit in a market made ner- 
vous by the overnight shake- 
out cm Wall Street The 40 
capital index came off 23.88 
at 2,128.39. Carter Harvey 
Holt which suffered a credit 
rating downgrade this week, 
shed 5 cents to NZ$2.10. 

MANILA took fright at 
regional currency weakness 
- the yen showed signs of 
edging back to 141 to the dol- ( 
lar during a day of volatile 
trading - and the composite 
index finished off 30^90 or 
L8 per cent at 1,711.75. Vol- 
ume rose to 9l0m shares 
from 715m on Tuesday. 
PLOT was the session’s most 
active stock, falling 2 pesos 
to 935 pesos. PNBank shed 2 
pesos to 51.50 pesos. 

HONG KONG saw activity 
in HSBC in otherwise thin, 
sluggish trade and the Hang 
Seng index closed 14188 or 
1.7 per cent lower at 8A20.72. 
Turnover was little chan ged 
at a weak HK$3-5bn_ 

HSBC ran into profit- 
taking after Tuesday's HK$5 
surge, losing HK$i to 
HK$197.50 as speculation 
grew that Swiss investor 
Martm Elmer might raise his 
stake. 
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